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Editor’s Urban Development Journal:
Crossings, Corridors & Urban Networks

Professor Will Macht, Editor

In this issue, as in the urban development community at large, debate rages about a variety of
seemingly disparate issues: whether to invest at least $4.26 billion to replace the 6-lane I-5
bridge over the Columbia with a single 10-12-lane “Columbia River Crossing”; whether light rail
or bus rapid transit should extend into Vancouver; whether growth should occur within
Metro’s 2040 Plan urban growth centers or along growth corridors; and whether Portland
should extend the streetcar to the east side and along former streetcar routes.
We discuss several of these questions in considerable detail. To test their relative merits, we
can test them against an often overlooked but fundamental analytical principle of urban
development. Networks. Urbane cities are those in which overlapping networks create a
multiplicity of choices for its inhabitants. Successful urban investments are those that create
places that add to urban networks.
Two analogies illustrate the power of networks. Two computers connected create only one
interface. Three connected create three links. Four connected create six interfaces. Five
connected create eight connections but six computers connected create 13 possible interfaces.
The possible connections – intersections – begin to grow geometrically. The more computers are
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connected to one another in a network, the more intersections and choices its users have and
the more valuable it becomes. The analogy of
the brain is similar. The power of a brain is
Connections – Intersections - Choices
not in the capacity of individual neurons, but
rather in the number of synapses –
intersections - between them.
Application of these principles to create
intelligent cities suggests that the more
intersections there are among users, the
1
3
6
8
13
richer the choices each connected inhabitant
enjoys. Urban development will gravitate to
those areas where there are more choices. It
is not an accident that the urban neighborhoods that have regenerated themselves most organically have been those areas in which
there is a tight grid of streets with many intersections creating small blocks with a mixture of
uses. NW 23rd and the rest of the alphabet district, the Pearl District, Hawthorne, Belmont,
Burnside, Alberta, Mississippi are all areas that demonstrate those characteristics.
Intersections of streets, cars, pedestrians, bicycles, restaurants, retail shops, offices, services,
apartments, condominiums, detached and attached housing types, all overlap to create a rich
urban fabric.
So the principle of overlapping networks and multiple intersections are at the core of urbane
cities. Traffic engineers seem to have a contrary orientation. Suburban streets are designed to
have more lanes, dividing strips and fewer intersections, precisely contrary to the successful
urban experiences noted above.
Apply this principle of overlapping networks to the
Columbia Crossing, aptly stated by its proponents in the
singular. A principal source of congestion is not the
capacity of the freeway bridge, but rather its location. All
traffic from the MLK, I-5, Interstate Avenue, and No. Portland Road corridors must funnel to a single point to cross
the only Columbia River bridge between downtown
Portland and downtown Vancouver, the metro area’s two
largest cities. A similar multi-corridor constriction exists
on the Vancouver side of the river. Whether the new
bridge is 6, 8, 10 or 12 lanes wide will not address this
essential fact. In fact, government research shows that
more than a third of all bridge traffic both enters and exits I-5 between SR-500 and Columbia
Boulevard, so that two of the six current lanes serve essentially arterial functions. Congestion
occurs at the intersections of these arteries because only so many cars can pass through an
intersection onto a single bridge. The traffic engineers’ solution is to reduce the number of
intersections and increase the number of lanes. That thinking produced the traffic engineers’
proposed 10-12-lane bridge and the elimination of the downtown Vancouver City Center
intersection. Downtown Vancouver’s growing vitality will suffer from this ill-advised action.
A second major source of congestion is the fact that even though there are currently three
lanes in each direction on the existing bridge, the outer two lanes act as on/off arterial lanes
connecting downtown Vancouver and Hayden Island. That means that traffic on the four lanes
of the Portland Harbor Slough Bridge must merge to three lanes in a short distance at the
northern end of Hayden Island, then cross the I-5 Bridge before reverting to three through
lanes in Vancouver. Since there can only ever be three through lanes in each direction,
matching the profile both above and below on the I-5 corridor, the problem is essentially to
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disperse crossings to another location, and to ensure that the outer lanes do not constrict
through traffic. That can be done for a fraction of the cost of the behemoth freeway bridge.
Downtown Vancouver [I-5 to BNSF rail; 4th Plain to the Columbia] and downtown Portland [I405 to the Willamette] are the same size, about 380 blocks, yet downtown Portland has seven
bridges serving it, in that 2.2-mile span alone, plus three more nearby. How vital would it be if
the Fremont, Broadway, Steel, Burnside, Morrison and Hawthorne bridges were eliminated and
all traffic was restricted to the Marquam Bridge alone? Yet that is precisely the slender thread
of connection between the two largest cities in the metro area.
Portland-Vancouver is a single urban
entity and its economic and urban
health suffers from a single clogged
artery. Replacing that with a single
artery, no matter how wide or high as
pictured at the left, will not restore its
health. Imposing tariff barriers at its
heart in the form of tolls at both the I5 and the I-205 bridges, as contemplated, will reduce needed circulation,
raising the costs of its goods and
services. Congestive economic heart
failure will return.
The two state transportation departments defined the problem so narrowly as to exclude
nearby multimodal rail and river congestion, and all urban land development potential on over
2,300 of under- and undeveloped acres on both sides of the river, including 800 acres owned
by the Port of Portland, 1,100 acres owned by the Port of Vancouver, over 350 acres of central
Hayden island underdeveloped with parking lots and mobile home parks, and 50 acres of
Vancouver waterfront half of which has is the former Boise Cascade mill site being redeveloped
on a South Waterfront scale by Gramor Development and partners. These areas alone have
over 15 miles of underdeveloped waterfront. These exclusions violate a cardinal principle of
Oregon and northwest planning – that transportation and land use planning occur jointly and
simultaneously. In the current process, land use and development planning is an afterthought.

800 Ac
Port PDX

350 Ac

1,100+ Ac
Port Van

50 Ac

The behemoth 10-12 lane bridge plan is even less credible when one considers that a much
lower cost alternative could be built that would provide a second crossing at an order of
magnitude less than one tenth the cost of the $4.26 billion bridge. A twin arterial/rail bridge
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built just west of the BNSF rail bridge about 4,300 feet away, coupled with selected
improvements to the I-5 Bridge, can relieve freeway, rail and navigation congestion, without toll
tariff barriers, stimulate mixed-use urban development and expand the tax base.
A twin arterial/rail Columbia Crossing in the rail corridor could have up to four arterial/freight
lanes connecting Mill Plain Extension in Vancouver with No. Portland Road, Marine Drive and
Columbia Boulevard, a third heavy rail track for intercity passenger rail and commuter rail,
and two light rail tracks connecting the Yellow Line MAX with downtown Vancouver. Commuter
rail at the adjacent Vancouver intercity rail station could make the Vancouver-Portland trip in
15 minutes while the light rail would stop close to the historic station and stimulate dense
urban development on the west side of downtown Vancouver and along its waterfront.

Because it carries rail, it could not be an expensive high bridge, but rather would be built as a
low-level twin to the BNSF rail bridge. However, it would solve the major navigation problem of
I-5 bridge lifts, which is not caused by the height of that bridge, but rather by the fact that
navigation spans in the two bridges are not aligned. Barges must now use the 267’ high span
south of the longest 531’ long I-5 span, then turn rapidly to the north near shore in a reverse
“S” movement to align with the narrow, half-open swing span of the rail bridge. That is
dangerous, cannot be used in higher wind, water or current periods and puts both bridges at
risk of catastrophic losses. The swing span opening of less than 200’ would be replaced with a
370’ long lift span aligned with the 531’ long I-5 span.
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Nor is the high 10-lane overhead bridge necessary or cost effective to reach the Task Force goal
of 6 through lanes. Currently there are 6 lanes, but the 2 outer lanes function as merge lanes
for the northbound Hayden Island and southbound Vancouver on-ramps. The 38’ between the
two existing bridges [documented by ABAM Engineers in 1984] could be used to add two
center, through lanes, matching Portland Harbor Slough Bridge capacity. The existing east
span of the bridge is 38 feet wide and carries 3 lanes, while the existing west bridge is 40 feet
wide and also carries 3 lanes. However, even if 38 feet is deemed insufficient for two opposing
through lanes, they could be two reversible lanes. Increased clearance, lift-span elimination
and seismic reinforcement can be included as the trusses are raised and the piers reinforced.
Why would this twin bridge solution cost only about 10% (order of magnitude) of the cost of the
behemoth bridge?
•
•
•
•
•
•
•
•
•
•

The river is 570 feet narrower at the rail span than at the I-5 Bridge.
The low twin bridge would be about 5,800 feet shorter than the high new bridge.
The spans would be shorter cheaper ones, matching rail bridge spans.
Less expensive truss structures matching the rail bridge could be used.
No new approaches or interchanges would be needed at the I-5 Bridge.
Existing infrastructure is re-used. New superstructure is unnecessary at I-5.
The I-5 Bridge need only be raised 18 feet at the high span to eliminate the lift span.
The only new right-of-way needed is a narrow strip owned by the Port of Portland.
Toll bridge plazas, structures, systems and personnel are not needed.
The seven sub-projects can be phased to minimize disruptions:
• Replace the rail swing span with a lift span aligned with the I-5 high span.
• Construct the new 2200-foot twin street arterial/rail bridge.
• Construct the new 1200-foot Slough Bridge to Marine Drive/N. Portland Rd.
• Improve Port Way to the Mill Plain extension.
• Reinforce/raise the East span of the I-5 Bridge and remove its lift span.
• Reinforce/raise the West span of the I-5 Bridge and remove its lift span.
• Construct two center span lanes.
What are the benefits beyond major cost reductions?
• Provides 2 bridges for far less than the cost of one, and in a shorter time.
• Opens 2 underutilized arterial corridors to disperse freight and local traffic;
• Stimulates mixed-use, transit-oriented development on over 2,300 acres;
• Uses light rail to stimulate denser development on Hayden Island, the
Vancouver waterfront and west downtown Vancouver.
• Connects light rail to inter-city rail at Vancouver’s historic rail station;
• Creates a second access to and from Hayden Island;
• Eliminates the need for, costs, delay, opposition, space, negative economic and
equity impacts of tolling;
• Improves navigation safety and homeland security;
• Improves freeway, arterial, freight and passenger rail and marine mobility;
• Removes considerable arterial and Port traffic from the I-5 Bridge.
• Directly serves the Ports of Portland and Vancouver and other industrial areas;
• Opens highway, rail, marine and Port financing options;
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Growth Corridors vs. Growth Centers:
The principle of overlapping networks
also applies to the debate between
accommodating metropolitan growth in
growth corridors or growth centers.
Metro Councilor Robert Liberty explores
that debate in considerable depth in
this issue in the following article.
Viewed through the lens of overlapping
networks, the debate takes on new
clarity.
Growth corridors by their very nature
build on established gridded street
systems. In fact the very corridors on
Metro’s 2040 concept plan, Burnside, Hawthorne, Belmont, Division and others were built as
streetcar suburbs in the late 19th and early 20th centuries. Streetcar lines, automobiles,
parking and pedestrians shared the street systems. Shops, restaurants, offices, hotels and
housing shared the streets and were developed on them. Private and public sector developers
built pieces of interlocking and interdependent systems. Growth was endemic within a strong
framework determined by public investment in infrastructure. The private sector determined
the mixture of uses. Portland did not have zoning until 1924.

Compare that description of endemic growth corridors with the notion of a growth center as
exemplified by the Beaverton Round. Light rail and automobiles share neither streets nor
parking. A single unsigned entrance leads into the project from a fast-moving one-way street.
The entrance leads only into parking lots. A seven-story parking structure rises above the
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assemblage of lower buildings surrounding the light rail line, but it overlooks acres of surface
parking.

Casual passersby are few since the relatively small number of shops and restaurants are
disconnected from the Beaverton retail core in Cedar Hills Crossing, the former Beaverton Mall.
Nor can visitors drive by the shops or park short term to patronize the shops. Offices are in
discrete suburban-style office buildings. The only residential units, a relatively small number
in the Crescent building, overlook the rail line to the south and surface parking lots to the
north. Though subsidized by the city, no pubic functions such as a City Hall, Library or other
services are located in the project. Yet the Round is considered by its proponents to be
Beaverton’s new downtown. It remains isolated from the overlapping urban networks that
support the rich mixture of uses and systems in the corridors.
Consider the kinds of decision-making that are necessary to support development of centers
versus corridors. The Round model is hierarchical. The city put up its former sewage treatment
site for development and issued requests for proposals to developers. It selected a single socalled “master developer” to implement a concept of a centralized, automobile-free center
oriented to a rail line dividing a round plaza. All decisions were made either by the city or the
single developer. Uses were specified by the city and timetables for performance were
established for the developer.
Conversely, look at the decision-making by which corridors are developed. The city established
the locations for the grid of streets in which all the infrastructure is located––roadways,
parking lanes, sidewalks, street trees, sewer, water, power and other public services. The
blocks created by the grid of streets are privately owned and subdivided into small parcels,
PSU Center for Real Estate
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typically 50-foot by 100-foot lots. Individual property owners, not a master developer, decide
what and when to build, and which uses to include. Decision-making is decentralized to
develop, and redevelop, corridors whereas it is highly centralized to build centers.
Moreover, the types of structures needed to support centers are the most expensive kind–––
large parking structures, usually underground. High-rise offices and apartments must be steel
and concrete construction. Large multi-state contractors are needed to build them and largescale financial institutions, often from money center locations, are needed to finance them.
Multi-governmental finance is needed to support construction of the expensive rail transit
systems upon which the centers are based.
Conversely, small local developers can build small pieces of growth corridors. Buildings can be
up to 5-story wood frame buildings. Parking can be accommodated on the streets in relatively
inexpensive surface spaces and in smaller garages within the buildings. Building owners,
tenants and the marketplace determine what the mix of uses will be. Buses can supply public
transit relatively inexpensively and bicycles can easily be used for local trips through
neighborhoods lining the growth corridors. Urban networks overlap along corridors.
With the development success along the new streetcar line, streetcar advocates now seek to
extend the streetcar line to the east side of Portland. This presents a conundrum. Will the

streetcar extension stimulate the kind of development success that Eric Hovee documents in
his article following Robert Liberty’s? Does it suggest that a whole new network of streetcar
lines be rebuilt along the original streetcar lines? Can the development community and the
public sector generate funds to pay the large costs to construct such a system? Can the bus
system be improved to become frequent, fast and appealing enough to attract the same level of
development at far lower costs?
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The two following articles suggest that a streetcar system may be unnecessary. Economist
Jerry Johnson describes the value of the soft infrastructure of urban amenities including
grocery stores, fitness centers, restaurants, cinemas and other services that may be more
important. And graduate student and OAR fellow, Karen Thalhammer, documents in the
ensuing article the mix of tenants along some of the revitalizing neighborhood retail corridors
which also support rising housing values in the surrounding areas and engender urbane infill
growth along them.
It is instructive to note the inherent economic
advantages that growth corridors have over
centers with respect to parking. On a typical
Portland 200-foot by 200-foot, 40,000 squarefoot block along a corridor, each face of the block
can support 10 on-street parking spaces, for a
total of 40 spaces. If the main street corridorfacing half of the block is retail space, then those
40 spaces support 20,000 square feet of retail,
for a built-in 2 to 1 parking ratio, at no cost the
developer. Moreover, the opposite faces of the
street have the same advantage, which is
cumulative for as long as the neighborhood retail
corridor stretches. In addition, if all of those
spaces were to be filled, the shopper simply
moves farther away on the street grid until s/he
finds a space.
So the parking supply along corridors is not only larger, it is more flexible and expandable to
meet demand. Conversely, with Beaverton Round as an example, [as the aerial photo of which
on page 9 reveals], all parking is off-street and the developer must pay to develop all parking,
either in expensive structures as at the Round, or in parking lots. If the cost of that structured
parking were $40,000 per space, as some developers have found recently, then the additional
cost is $1.6 million, which adds $40 per square foot to the equivalent land cost and $80 per
square foot if one compares it to the retail space it supports.
And there is no expandable overflow space built into the system. So the traditional endemic
formula of a firm structure of a fine-grained grid of streets, with two travel lanes and flanking
parking lanes on each side, creates precisely the overlapping network of streets and parking on
which restaurants, cafes shops, offices, hotels, apartments can thrive, as they have done in the
revitalizing corridors she examines.
So in this one issue, the various articles about crossings, growth corridors versus growth
centers, streetcar development corridors, valuations of urban amenities, and the revitalization
of neighborhood retail corridors really test these issues against that often overlooked but
fundamental analytical principle of urban development –– the creation and revitalization of
overlapping networks.
Urbane cities are those in which overlapping networks create a multiplicity of choices for its
inhabitants. Successful urban investments are those that create places that add to urban
networks. Within a strong public framework of a fine-grained network of gridded streets, an
endemic process of individual development decisions can be made by a myriad of economic and
community interests. The process does not require, and even suffers from, the stultifying hand
of a single so-called “master developer” whether that be a public or private entity. The areas
that can, and have, grown and revitalized themselves display this more decentralized decisionmaking process and diversified risk-taking by multiple players. In political terms, this is a more
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democratic process as well and it does not depend upon major developers supporting political
players to take development actions that will benefit them economically.
This does not mean that the public sector should just leave all decisions to the market. Rather
the system only works if the public sector creates and expands a strong and firm structure of
connected gridded streets and other infrastructure within a clear public realm and within
which private decisions can function. That is the way the most admired areas of Portland were
built –– downtown, northwest, northeast and southeast, according to what my Echo
Boomer students tell me, before Portland ever had a zoning ordinance, and to which they and
their Baby Boomer parents are drawn. And that is the way in which they are also revitalized.

Respectfully yours,

William P. Macht

Professor Will Macht
Editor, Center for Real Estate Quarterly
Associate Director, Center for Real Estate
I want to especially acknowledge the financial contributions for this journal from the Oregon
Association of Realtors and the RMLS.

Oregon Association of Realtors®
In addition, we greatly appreciate the assistance of each of the following in the preparation of
this journal:
• CB Richard Ellis
• Cushman Wakefield
• Gerding-Edlen Development
• Grubb & Ellis
• Metro
• Norris Beggs & Simpson
• PGP Valuation
• TMT Development
• Willamette Valley MLS
• Johnson-Gardner LLC
• E.D. Hovee & Company LLC
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Growth Along Corridors:
Another Strategy for the Portland Region’s Growth
Robert Liberty, METRO Councilor

The 2040 Regional Plan for Growing Up, Not Out
Metro’s 1994 adoption of the 2040 Plan1 followed a highly public exploration of three starkly
different alternative regional growth patterns –– growing outward through low density
development on the edge, growing up by redevelopment and infill, and dispersing development
to nearby cities in Oregon and Washington.
Compared to the patterns of earlier decades, the 2040 Plan assumes far more emphasis on
growing up by focusing new development in already developed areas. The rich agricultural and
1 This is a shorthand term for a complex and interrelated set of documents adopted by Metro, including the 2040
Growth Concept, the 2040 Regional Framework Plan, the 2040 Future Visions, and the Urban Growth Management
Functional Plan.
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forestlands, as well as important wildlife habitat and water resources, outside the regional
urban growth boundary (“UGB”) would be protected from urban development.2
Within the UGB, the 2040 Plan identified a set of areas targeted for new housing and jobs.
These were the Central City (downtown Portland along with the Pearl and Lloyd Districts,
South Waterfront and other adjoining areas), eight Regional Centers, 30 Town Centers, and
scores of light rail Station Areas. 3
This strategy was summarized as “growing up, not out” by John Fregonese, who provided the
staff leadership at Metro for the 2040 planning effort,
But an often-overlooked component of the 2040 Plan, development along busy arterials, may
be a strategy that better fits fiscal realities and changing market preferences.
Is the Portland Metro Region “Growing Up”?
A few years after Metro’s 2040 Plan was adopted, Governor John Kitzhaber remarked in
speeches; “There are two things Oregonians hate – sprawl and density.”
His comment was always greeted with rueful laughter, especially in the Portland metro area
where battles over increasing density led to arson and arrests (over row house development in
northwest Portland in 1989), recalls of the Mayor and City Councilors in Milwaukie (1996), and
battles over Metro’s land use policies at the regional ballot box (2002).
Both state law and prevailing assumptions about market preferences resulted in major urban
growth boundary expansions in 1998 and 2002, totaling about 22,000 acres. At the time it
must have appeared that, despite the 2040 Plan, the region would continue to grow outward,
reflecting perceived market preferences for suburban style living.
But even as these expansions were occurring, evidence was accumulating that assumptions
about the general antipathy to density were mistaken. It appears that the private sector has
sought density far more extensively than Metro could have imagined and that, in retrospect, its
projections were too timid. The pattern of reinvestment and redevelopment was expressed
across both broad geographies and in some, but not all, of the 2040 growth centers.
Research done by Dr. Arthur C. Nelson and Dr. Thomas Sanchez, then at the Metropolitan
Institute at Virginia Tech, compared growth patterns of five metropolitan areas in the U.S. ––
Charlotte North Carolina, Columbus, Ohio, Orlando, Florida, San Antonio, Texas and PortlandVancouver, Oregon-Washington, which were comparable in metro area population and in the
amount of growth they experienced in the 1990s.
Nelson and Sanchez analyzed the density of development in the urban areas and surrounding
rural areas by allocating the population growth to four density categories, urban (3,000+ people
per square mile, about the minimum for regular bus service), suburban (1,000 to 2,999 people
per square mile), exurban (300 to 1000 people per square mile, roughly equivalent to homes on
1 to 6 acre lots) and rural (0 to 300 people per square mile.)
2 Under Oregon’s land use laws, every city in Oregon must establish an urban growth boundary, which delimits where urban development may
occur. Lands outside UGB are subject to a state zoning framework (with regional variations). Over 95% of the private lands outside UGBs are
zoned for farming, forestry or ranching. About 3% are zoned for large-lot rural residential development.
3 The 2040 Plan also identified “employment areas” as a focus for job growth. This article does not discuss employment areas, which deserve
separate attention.
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During the 1990s, 88% of all the growth in the Portland metro area took place at urban
densities compared to 7% at the other extreme, with Columbus at 31% and San Antonio at
63%.
Only 9% of the Portland metro areas growth fell into the suburban density range,
compared to 50% in Charlotte, 45% in Columbus and 12% in Orlando. Only 1% of the
Portland metro area’s growth (including in Clark County, Washington) was at exurban
densities compared to 45% in the case of Charlotte and 12% for Orlando and San Antonio.4
In the early 1990s the city of Portland had set an ambitious
goal for itself, to capture 20% of all the new residences built
inside the UGB.
By the turn of the century, the city was
regularly exceeding that goal. In some years the city was
attracting slightly more than half of all the housing units (as
measured by approved permits) in the UGB.5
The strength of the market for residential density was first
revealed in the Pearl District, formerly an area of empty
warehouses and low intensity commercial and industrial uses,
surrounding a contaminated railyard.
After a slow beginning, residential development in the Pearl
District began to accelerate in the mid 1990s. In less than a
single decade 6,000 new residences were built on the roughly
80 acres of the Pearl District, reaching the city’s goal for
residential development two decades early.
The Pearl District demonstrated the market demand for much denser urban living and set the
stage for the next experiment in redeveloping inner-city land into dense new residential and
employment districts.
In August 2003 the Portland City
Commission approved development plans
for the central district of South Waterfront
area (formerly “North Macadam”), which
was explicitly modeled on the high-density
development
characteristic
of
central
Vancouver, BC as well as many of its
suburbs. Within months of that approval
construction began on the first two
condominium towers. Four and one-half
years after the plan’s approval, five high
rise towers are completed or under
construction.

4 Nelson & Sanchez, “Lassoing Urban Sprawl” Metroscape, IPMS Winter 2003. The Sightline Institute’s website shows the striking difference
in exurban development between the Oregon and Washington part’s of the Portland metropolitan region.
http://www.sightline.org/maps/maps/Sprawl-ClarkCo-CS07m
5 Source: Gil Kelly, Bob Clay, Portland Bureau of Planning. This is borne out by other real estate data. Metro Council District 6 encompasses
one-sixth (17%) of the Metro population. Its boundaries enclose about 45% of the city of Portland, in the Southeast, Southwest and Northeast
areas. In calendar year 2006 the city issued permits to build 462 single-family homes and 200 multifamily homes in Metro District 6, with a
stated value of $114 million. In addition to permits for building new homes, the city also issued permits worth $18 million for remodels of single
and multifamily homes. Overall, the total number of land use permits (for all types of uses and for new and remodeled structured) in District 6
was 22% of all permits issued inside the UGB that year. Source Metro Data Resource Center 2007
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About the time the South Waterfront was attracting attention, mid- and
high-rise residential development projects were commenced in the West
End of downtown, including the Benson and the Eliot. Other high-rise
projects, including the Ladd Tower, the Cyan condominium and mixeduse office tower developed by Gerding-Edlen for Zimmer Gunsul Frasca
are under construction in the West End.
Downtown also has seen a modest revival in office and hotel construction
as office rents and room occupancy rates rose.
Denser housing development was not confined to the central city. The
density and intensity of housing in the suburban downtowns and other
centers began to increase, quickly surpassing the modest two-, threeand four-story building scale described for these areas in the 2040 Plan.
Multifamily housing in the four- and fivestory range began to appear in downtown
Beaverton and Gresham and in the Gateway
area of Portland, areas designated as
Regional Centers in the 2040 Plan.
In
downtown Vancouver Washington, another
Regional Center, residential development
passed the ten-story mark.
In Milwaukie, Hollywood and other places
designated in the 2040 Plan as Town Centers,
four-story housing was built.
Toward the end of this period, the idea of 10 to
25-story residential buildings in the suburbs
was broached as part of the discussion of
potential development for the Oregon Health &
Sciences University/AmberGlen property. The
property lies south of the Tanasbourne Town
Center in Hillsboro and touches two light rail
stations.
Right: Rendering of OHSU/Amberglen development concept
for development in suburban Hillsboro.See the concept plan
at
http://www.ci.hillsboro.or.us/planning_department/documents/Concept_Plan_Summary.pdf.

Is the 2040 Centers Strategy Working?
Despite the highly visible success of the Pearl District and the promise of success at other
locations, like Gresham and Vancouver, Washington, the 2040 Centers are accommodating
only a modest share of the region’s continuing growth.
The sum total of all the mid and high-rise development described above is not more than about
10,000 housing units over a decade, not more than 10% of the total of new homes.
That said, these new units in the region’s centers are far more than the number of new homes
built on “vacant” land added to the urban growth boundary during the same period.
PSU Center for Real Estate
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In 1998 and 1999 Metro added 3,049 acres to the UGB, mostly in Gresham, Happy Valley,
Wilsonville and Portland.
The biggest UGB expansion in Oregon history occurred in 2002, when more than 20,441 acres
were added to the UGB, primarily in the southwest quadrant focused on the city of Happy
Valley and the new city of Damascus.
In sum, in the decade since 1997, Metro added 23,490 acres to the UGB, about 37 square
miles. In that decade, the region’s population has certainly grown.
An estimated 205,780
more people lived in Clackamas, Multnomah and Washington Counties by July 1, 2007 than
did on July 1, 1997, according to Portland State University’s Population Research Center.
Roughly 91% of that growth, about 187,000 people, occurred inside the Metro urban growth
boundary (UGB).
And how much of that new population settled in the UGB expansion areas? On the 23,490
acres added to the UGB since 1997, a total of 3,276 housing units have been approved (as of
the end of 2006.) At 2.5 people per home, that comes to 6,552 new residents in the UGB
expansion areas, about 3.5% of the total growth inside the UGB during that period.6
On the more than 20,000 acres added to the UGB since 2000, permits for only 138 new homes
st
were issued as of the end of 2006. In other words, over the first six years of the 21 Century,
99.7% of the growth occurred inside the UGB in existing urban areas and only 0.03% settled in
the areas added to the boundary to accommodate new growth.
It appears that the Portland metro area has already made a decisive shift away from growth
outward at the edge to growth upward across all communities.
Is low-density suburban development at the edge of the region a thing of the past?
Demographic and fiscal realities suggest that development in and around already settled
neighborhoods will continue to significantly outpace development at the edges of the
metropolitan area.
Clearly, some of the change in our region’s pattern of development may be traced to changing
consumer preferences for urban living. The “Seinfeld” generation is choosing cities, just as the
“Leave it to Beaver” generation chose suburbs.
Part of that shift reflects changes in demographics. Small households without children make
up a growing share of the national population. According to the 2000 Census, slightly more
than 60% of the households in the Portland region consisted of just one or two people.7
Nationally, married couples with children under 18 living at home accounted for 23.8% of all
households. 8
Many empty-nester Baby Boomers and unmarried singles show a preference for the
convenience and stimulation of city life and declining interest in maintaining a large yard.

6 Source, Metro Planning Department and Data Resource Center, based on 2006 building permit data.
7 Census 2000 Summary File for Portland, OR Vancouver WA Metropolitan Statistical Area, Table P26, “HOUSEHOLD TYPE BY
HOUSEHOLD SIZE”
8 Source: Census 2000 Table DP-1. Profile of General Demographic Characteristics: 2000
Geographic Area: United States
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The oldest Baby Boomers are entering their 60s and the youngest are now in their 40s. For the
next 30 years the Boomers will be making downsizing housing decisions that increasingly favor
close-in urban locations and leaving larger suburban houses for the cities. For households
without children, school quality is not a decisive factor in choices of where to live, a factor that
hustled many families with children out of central cities.
Moreover, the oldest children of the Baby Boomers, the Echo Boomers, are also reaching points
in their lives where they too are making major housing decisions. In great numbers, they are
choosing urban locations, eschewing the suburbs in which they were raised.
To that trend, one must add Portland’s great appeal to the creative class, those between 25 and
34 who are college-educated and flocking to Portland in numbers greater than all but three
other cities. Overwhelmingly, they are choosing close-in urban locations.
Around the nation, central cities had worked hard to stem urban blight and decay, to make
essential reinvestments in urban amenities. By the 1990s they had begun to experience some
successes. Violent crimes rates in central cities fell significantly. Although the cause of the
drop is debated9 the reality and perception of safer urban neighborhoods made resettlement
more attractive.
Another important factor may be the increasing value of time. As the demands posed by
increased work and commute time increase, more and more people choose to relocate their
homes closer to major employment and service centers.
In addition to these factors attracting important demographic segments of the population to the
center, there are fiscal factors pushing growth away from the edge. Newspaper stories about
burgeoning suburban growth have given way to new stories about the lack of resources to
finance that growth.10
The simple explanation is that there simply isn’t the money available from all levels of
government to pay for all of the new roads, sewers, schools, waterlines, fire departments, parks
and other public investments needed to create new neighborhoods.
The costs for major transportation investments are staggering: $700 million for the proposed
Sunrise Corridor into Damascus, $4 billion for a proposed 12-lane freeway bridge with light rail
across Hayden Island and the Columbia River, $700 million to widen Highway 217, $1.3 billion
to extend light rail to Milwaukie and a quarter to one-half billion dollars to fix the 2-lane
Sellwood Bridge.
Costs are also high for smaller scale infrastructure investments. The estimated cost for the
infrastructure to serve the 800-acre North Bethany urban growth boundary expansion area
north of Highway 26 in Washington County is $250 million, about $312,000 per acre.
Today the most powerful force for containing urban expansion in the Portland region is not the

9 Some attribute it to increased and improved policing; demographers point to the drop in the number of young males, the demographic
associated with violent crime.
10 Here is one example from The Oregonian, Saturday, November 11, 2006: Door slams, for now, on Pleasant Valley home building $16
million shock - The city of Gresham finds a big gap in a cost-sharing plan with developers of the growth area “On a metrowide level, the
problem is both mind-numbingly complicated and startlingly simple: billions of dollars in estimated transportation, sewer and other costs
associated with Metro's 2040 growth-management plan for the Portland area, but no good way to cover the upfront costs.”
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urban growth boundary, it’s the resistance of voters to tax increases.11 This obstacle is not
going to be easily overcome. (See Bragdon, “Infrastructure: Toward Smarter Regional Solutions,”
PSU Center for Real Estate Quarterly, 4th Quarter 2007.)
Nor can we assume that the Federal government, facing massive budget deficits and a bill for
the Iraq War that exceeds $1 trillion, is likely to pick up the slack.
If growth in regional and town centers is only absorbing a modest share of recent growth, and
growth at the edge is facing fiscal constraints and declining market share, where will the next
million residents of the region live?
How Will the Five County Region Absorb One Million More Residents?

Almost all of the discussions of the 2040 Plan refer to centers, and less frequently light rail
station areas, as the places where growth is to be concentrated. But in fact the 2040 Plan
identifies a set of “corridors” and “main streets” that are also locations targeted for growth.
(Shown on the map on the next page in dark gold and magenta lines.) These corridors and main
streets include both neighborhood commercial streets, like Lake Grove in Oregon City, Martin
Luther King, Jr. Boulevard and Southeast Hawthorne in Portland and major arterials like
Canyon Road in Beaverton and McLoughlin Boulevard in Clackamas County.
11 The majority of the 20,441 acres added to the UGB in 2002 became a part of the newly incorporated city of Damascus in 2004. The
expansion was based on an assumption that Damascus would grow from 9,000 residents to 70,000 residents in the coming decades.
But on March 11, 2008, the voters of Damascus raised major new obstacles to development in the new city by overwhelmingly approving
measures requiring voter approval for all taxes, charges and fee increases, retroactive to 2006. At the same election, Oregon City voters rejected
the addition of land to the city boundary by a two to one margin.
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These main streets and corridors have a lot of capacity for development, since they contain
more land than all the 2040 centers combined, as the table below shows.
2040 Design Type
Central City
Regional Centers
Town Centers
LRT Station Core
LRT Station Community
Corridors
Main Streets

Acres
2,434
3,868
6,621
2,009
9,628
23,679
4,509

Percent of UGB
0.9%
1.5%
2.5%
0.8%
3.7%
9.1%
1.7%

Source: Metro Data Resource Center

In fact, in the last two years of the housing boom, there was growing evidence of the market
interest in housing along main streets and corridors. Four- and five-story condominium
projects, often containing a ground floor retail component, began to appear along streets such
as Hawthorne, Division, Belmont, Capitol Highway and Barbur Boulevard.
Many of these
streets were a part of the old streetcar network that supported so much development of
Portland in the first 70 years of its existence.
PSU Center for Real Estate
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Most of the larger projects were close to the Central City, but three-story townhouse
developments and apartments could be found many miles away from downtown Portland.

Above: Rendering of the 2121 Belmont project, five stories of 1 and 2 bedroom apartments, in inner Southeast Portland.
The project developers are Williams & Dame Development and Reliance. Courtesy Williams & Dame Development

As Metro, local governments and the state agencies consider how the five-county region will
absorb the next one million residents (arriving in the next 20 to 25 years), it is time to consider
a growth strategy that gives an important role to our main streets and arterials.
The Centers versus Corridors Debate: Learning from the Vancouver BC Region
In September 2007, Metro sponsored a debate between advocates of a centers-based strategy
and a corridors-based approach to regional growth. Both of the debaters were from Vancouver
BC, a region that has more in common with the Portland region than many people realize.
Both regions have almost identical 2006 populations of about 2.1 million.12 The projected
population for the Vancouver metropolitan region in 2031 is 3.04 million.13 The projected
2030 population for the Portland metropolitan region is 2.96 million.14
(However the
Vancouver metropolitan area is much denser than the Portland metropolitan area.15) Both
regions have an expanded system of high capacity transit and a heavy rail commuter line.16
12 The estimated population of the Portland -Vancouver metropolitan area on July 1, 2006 was 2,137,565, and increase of 160,318 since the July
1 2001 estimate of 1,977,247. US Bureau of the Census Table 1. Annual Estimates of the Population of Metropolitan and Micropolitan Statistical
Areas: April 1, 2000 to July 1, 2006 released April 5, 2007. The Greater Vancouver Regional District had a population of 2,116,581 in 2006 up
129,616 from 1,986,965 in 2001). Source Statistics Canada Community highlights for Greater Vancouver. However, the similar populations for
the region are partly a function of a broader geography for the Portland metropolitan area.
13 Greater Vancouver Regional District “Livable Region Strategic Plan Review, Population Growth Issues and Options Workshop
Backgrounder” Technical Advisory Committee Workshop paper, March 24, 2006.
14 Metro Data Resource Center 2030 Population Forecast (for the 5-county region)
15 Comparable, and meaningful metropolitan density statistics are very hard to find. The US Census Bureau uses
counties as the basic unit for defining metropolitan areas. This means that the Portland metropolitan area density
includes averaging the population inside the UGB with all of rural Clackamas, Clark, Columbia, Multnomah,
Washington and a part of Yamhill County. This means that the metro area density is based on land areas that include
the Mt. Hood Wilderness Area and parts of the Willamette National Forest. The area inside the Portland metropolitan
UGB today is about 400 square miles, including the largely undeveloped area of Damascus, and the population is
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Both regions have a regional plan that establishes a limit to urban development and a
hierarchy of centers that are targeted for growth. The Greater Vancouver Regional District
(renamed Metro Vancouver in 2007) adopted the Liveable Region Strategic Plan17 (LRSP) on
January 26, 1996, with the support of the municipalities.18
Unlike the LRSP, the 2040 Plan also calls for growth along corridors and main streets. But in
actual practice both regional planning efforts have focused public discussion and policy
development on growth in centers.
To help the region consider what might be the qualitative difference between a centers and
corridors growth strategy, Metro sponsored a debate on September 24, 2007 between Gordon
Price and Patrick Condon, both residents of Vancouver BC.
Gordon Price (right) served on the Vancouver city council for six terms.
He is now Director of The City Program at Simon Fraser University and
an Adjunct Professor in the School of Community and Regional Planning
at the University of British Columbia. Price has professional and
personal connections to Portland and has lectured in the region many
times. In the debate, Price was the champion for a centers-based
strategy.
Patrick Condon (left) is the holder of the James
Taylor Chair in Landscape and Liveable Environments at the University of British Columbia. He is
the moving force behind the effort to create the Headwaters sustainable
community for 15,000 people in Surrey, BC. He has had many speaking
engagements and professional projects in the Portland area including a
community workshop for an urban design for the Damascus urban
growth boundary expansion area. Condon was the advocate for a
corridors-based strategy.
Price and Condon squared off before an overflow audience at the Metro
Council chamber in September 2007. The good-natured character of the
debate was enhanced by giving it the trappings of a prize-fight – the contestants entered in
dressing gowns to the theme music from “Rocky.” Despite the humor, the contestants’ dueling
PowerPoints and exchanges with the audience identified real differences in the approach to
growth.
Consumer Preferences: Price asked the audience whether they would consider living in a
center – many hands were raised. When he asked whether they would live along a corridor, no
hands were raised. While this cannot be considered a scientific sample, or entirely consistent
about 1.44 million (92% of the estimated 1.570 million people in the three counties in 2006.) That yields an urban
density inside the UGB of 3,611 people per square mile. By comparison, in 2007 the four largest cities in metropolitan
Vancouver, (Vancouver, Surrey, Burnaby and Richmond) had a combined population of 1,438,768 had a land area of
251.3 square miles, with a density of 5,725 persons per square mile.
16

The SkyTrain serving metropolitan Vancouver has 30 miles of lines in operation and another 12 under
construction. Portland’s MAX light rail system is 44 miles with another 6 miles under construction. Since 1995 the
West Coast Express, a heavy rail commuter line connects eastern suburbs to each other and downtown Vancouver. A
15-mile heavy rail commuter line linking suburbs in Washington County will begin operating in 2008.
17 The LRSP can be found at http://www.gvrd.bc.ca/growth/lrsp/LRSP.pdf
18 The GVRD, now Metro Vancouver encompasses 21 municipalities and one electoral district, compared to the 25
cities and parts of three counties within Metro’s boundaries.
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with real-world market experience, it does illustrate the perceived unattractiveness of corridors
as a location for residential development.
The disamenities include traffic, and its related
noise and pollution, and the ugliness of much existing commercial development. It may also
have resulted from a misunderstanding of the term “corridors” since development along
designated “Main Streets” and corridors such as NW 23rd, Belmont, Hawthorne, East Burnside,
and Alberta Street19 have outpaced that in centers such as the Round and Gresham Station.

Urban Design – Concentration of Uses:
Both
concentration of uses along corridors and, alternately,
from the intersection of social and market forces.
instances, a corridor and a center could be hard to
intersect, natural centers emerge.

Condon and Price argued that the
at centers at half-mile intervals, results
The two agreed that in many actual
distinguish. Moreover, where corridors

Transportation Cost and Equity Issues: Condon scored a telling point with the observation
that only a small portion of a region’s population could have access to transit services if limited
funds for transit investment must be spent on higher-speed connections between regional
centers. As higher-density development grows in proximity to high-speed transit, lower-income
people will be forced to live farther away and rely more on their cars, which will compete with
money needed for housing. Conversely, if the pre-existing network of arterials, many of which
developed along old streetcar lines, is the basis for a moderate-speed system of buses or
streetcars, a majority of a region’s population would have access to transit. The latter
approach could have a much lower capital cost and could be served much more rapidly.
Moreover, bus transit does not require land-consumptive park-and-ride lots, the way light rail
does, since most riders can walk to a nearby bus stop.
Developmental Scale and Cost Issues: A major advantage for corridor development is the
scale, type and costs of the buildings that developers can construct. Buildings in centers
require tall steel and concrete structures, which are more expensive and take longer to
construct. Moreover, they require underground structured parking, the most expensive kind.
For example, in some of its recent developments, Gerding-Edlen Development has experienced
costs of $50,000 per parking space. Coupled with higher space costs, affordability is severely
compromised. The large costs usually require participation of money center banks and national
investment pools. And risk for developers is increased.
Conversely, corridor development can use much less expensive wood-frame construction to
heights of five stories over parking. Because such buildings can be developed on smaller infill
sites, they can be significantly smaller projects that can be undertaken by multiple developers
and financed by local banks. The lower costs for both building and parking can result in more
affordable units that can be absorbed by more people more quickly, reducing risks for
developers.
19 Other streets, like Mississippi Avenue, have also become the location for residential and mixed use development,
although they are not designated main streets or corridors in the 2040 Plan. What is important for this discussion
over, is now the particular corridor designations but the overall urban design archetype, which is being expressed on
Mississipi Avenue.
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All of these characteristics spread risks for the developers and generate local business. They
also allow more design experimentation. Witness the array of smaller projects like Belmont
Dairy and Clinton and Belmont Lofts, Lair Condominiums, Graham Street Lofts and many
others that have been cited for their design merits.
Who Benefits from and Participates in Development: Another difference between the
centers’ and corridors’ strategies is the identity of the participants in the development process.
High-density centers require large development entities to undertake the large-scale development process –– land assembly, permitting, finance, construction and sales. Development of
small parcels along corridors can involve the current landowners in the development process
and can make them beneficiaries in the increase in urban values.
Smaller scale development is more adaptable to change; it can be recycled into new uses more
easily than can large towers. And it really recycles and reiterates the way much of Portland
was developed a century ago along the streetcar lines.
Growth in Centers, Along Corridors and at the Edge
It is not too hard to show how the region, should it wish to20, could accommodate half of the
growth projected for the Portland UGB over the next quarter century either in the designated
centers, alternately along its corridors or at the edge.
Assume that the objective is to accommodate the next one million residents of the metropolitan
region. About 30% of the next million will choose locations outside the Metro UGB, especially
in Clark County, Washington, but also inside the UGBs of nearby cities, like Canby, Newberg,
McMinnville, Sandy, Woodburn and North Plains. Each of those communities will be
confronted with the challenge of growth, but this article confines itself to the question of where
700,000 new residents will live inside the Portland metro UGB.
The average household size in Portland is about 2.3. In Beaverton it’s 3.1 and in Tigard it’s
2.48. Household sizes are expected to fall slightly in coming years. If we use 2.3 people as the
average household size, then 700,000 new residents will require about 300,000 new homes.
Let us consider how 150,000 of those new homes could be located in centers, starting with the
Central City.
The Metro Data Resource Center used its Metroscope iterative land price/land use model to
forecast where new housing and jobs might locate based on different levels of public
investment in designated Regional and Town Centers.
Under the “medium” investment scenario (investments slightly higher than current levels) the
Central City is projected to attract 45,000 new homes. Let us use that number for the purpose
of this analysis.
20 An opinion poll of Metro area residents in asked respondents to choose between some trade-offs for future growth,
to add homes to existing and established neighborhoods versus opening up more farm and forestland for development.
50% felt that their view on that question was a “lot closer” to the idea of adding homes to existing neighborhoods.
Another 22% felt their own views were somewhat closer to the idea of adding more houses to existing neighborhoods.
Only 16% thought their views were better expressed by the proposition of opening up more farm and forestland for
development. A quarter of respondents “strongly agreed” that adding one more house to their block was a reasonable
action to take to stop sprawl and another 33% “somewhat agreed” with that idea. Only 31% thought it was very or
somewhat likely that new growth would be concentrated in existing cities.
“Metro Values and Beliefs Survey” Davis,
Hibbits & Midghall, February 2006
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The total acreage for the regional centers is 3,868 acres, an average of about 550 acres each,
although they vary considerably in size. The Pearl District occupies about 100 acres and
added more than 5,000 homes over the course of a decade. Assume that over the course of 22
years, each one of the seven Regional Centers experiences the same amount of growth that the
Pearl District did in less than half that time.
The Town Centers occupy 6,621 acres, averaging 220 acres per Town Center. Assuming each
of those Town Centers grew by 75 new housing units per year that would yield 1,650 units over
the course of 22 years, about 8 new units per acre. Multiplying this amount for 30 centers
results in 49,500 new homes.
Light rail station areas occupy 11,637 acres. If an average of just two new housing units are
built per acre in those areas over 22 years, that would be about 23,000 new units.
These are the totals:
Central City
Regional Centers
Town Centers
MAX Station areas

45,000
35,000
49,500
23,000
152,500

new
new
new
new
new

homes
homes (5,000 per center x 7 centers)
homes (1,650 new homes per center x 30)
homes (500 new homes per station x 46)
homes

A separate exercise shows how all the growth, 300,000 new homes, could be located along
main streets and corridors.
A single, award-winning mixed-use project in Milwaukie illustrates how a corridors-based
development pattern might work.
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North Main Village in Milwaukie (above) contains 94 homes, in three different types –– condos,
town homes, and rental apartments. The homes range from two to four stories in height and
occupy about two acres of land. The development also includes a restaurant, other commercial
space and a rain garden.
There are 400 miles of designated 2040 main streets and corridors inside the UGB. Assume
that one project like North Main Village was built every six years, on each one mile stretch of
the corridors and main streets, on both sides of the street.
After 24 years, there would be one ‘North Main Village’ every quarter mile on both sides of the
street along the 400 miles of the 2040-designated corridors and main streets. At 94 homes
each, times four projects per mile, times two sides of the street, times 400 miles of growth
corridors, equals 300,800 homes housing nearly 700,000 people.
Finally, if all growth were to occur at the edge, it would require a substantial amount of new
land. If we ignore the 2008 election results and assume that Damascus, which had a
population of 9,670 in 2006, will grow to 70,000, then that area could absorb 60,000 of the
700,000 new residents.21 Another 50,000 could go into the other undeveloped expansion
areas. The remaining 580,000 would require 58,000 acres of residential land, assuming an
average of 10 units per acre. Residential lands typically absorb about one-half of all urban
areas. This means the total expansion would be about 116,000 acres, about 40% more land
than is now inside the UGB.
How much would that cost for the new infrastructure for these different approaches?
A crude calculation can be used to estimate infrastructure costs for the edge alternative, based
on the estimated cost for infrastructure for North Bethany at $312,500 per acre, which results
in a total estimated infrastructure cost of about $36 billion to serve the land added in the
future. This does not include the costs for infrastructure in the expansion areas of Damascus,
Happy Valley and other areas.
What are the infrastructure costs for the centers or the corridors strategies? We don’t have
even a crude estimate, but certainly it should now become clear that this is a question we need
to answer.
Conclusion
Early in 2005 the Metro Council considered and rejected the idea of re-thinking the
fundamentals of the 2040 Framework Plan. Instead, the Council decided the priority should be
to execute the plan and to integrate that effort with other important planning responsibilities
including the periodic update of the Regional Transportation Plan.
Over time these efforts, grouped under the title, “Making the Greatest Place”, have coalesced
around five major sub-projects:



Promoting development and redevelopment inside the existing urban growth boundary



Addressing infrastructure investment needs, including the backlog in maintenance

21 On March 11, 2008 Damascus voters approved measures requiring voter approval of all tax or fee increases and
prohibiting the city from approving any regulations that reduced property value, retroactive to 2006. These measures,
possibly as intended, will make achieving the population growth assumptions, which were the basis for the 2002 UGB
expansion, problematic at best.
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Defining and establishing urban reserves, which are areas for urban growth boundary
expansions for the next 50 years, and rural reserves, which are rural lands protected
from development for 50 years.



Updating the Regional Transportation Plan, with a new emphasis in evaluating
transportation investments based on how they perform in implementing the 2040 Plan.



Performance-based urban growth management, which is an integrated approach to
urban growth and investment that would supersede the one-dimensional quinquennial
reconsideration of the land supply inside the urban growth boundary.

A starting point for all of these efforts is some resolution about the design of our metropolis.
How is growth going to be focused on some combination of centers, corridors and new
development at the edge?
Given market preferences, the need to minimize greenhouse gases from transportation, and the
taxpayers’ resistance to increasing taxes to pay for infrastructure to build new neighborhoods,
it is time to explore a strategy that allows growth to occur where transportation facilities and
services already exist –– along our corridors and main streets.
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Portland’s Streetcar-Development Connection
Eric Hovee, Principal, E.D. Hovee & Company, LLC – Economic & Development
Consulting Services
Starting in the last half of the 19th century, streetcar
systems were introduced to American cities – first as
horse drawn and later as electric powered trolley
vehicles. Real estate owners and developers sought
to increase sales by connecting their newly built
homes to central city employment and retail via
streetcar transit.
Mass automobile marketing deflected attention and
investment away from streetcar systems in the
period leading up to and beyond World War II.
Today, these legacy systems remain in only a
handful of cities including Toronto, New Orleans,
Philadelphia and San Francisco.
In 2001, Portland opened a new central city
streetcar line, only the second modern streetcar
system built in America. Today, at least 80
additional U.S. communities are planning for
possible streetcar installation.
As our recent and continuing research of Portland’s
experience has shown and will be outlined below, the
Portland Streetcar’s impact as a catalyst for more
intense urban development substantially magnifies
the effect of increasing transit ridership. Sites closest
to the streetcar have generated the greatest capture
of development, increase in density and pace of new
construction, and these impacts decline in
proportion to their distance from the streetcar line.

The Streetcar & Urban Development:
The Portland Connection

A Legacy of Transit Investment
The planned Portland Streetcar Loop will extend
streetcar service from the west to the east side of the
Willamette River via the Broadway Bridge, then south
through the Lloyd and Central Eastside districts,
then back across the river to the South Waterfront.
When implemented, the Streetcar Loop will continue
a pattern of investment in transit and economic
development for Portland and the metro area:
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•

Portland’s bus Transit Mall was first
completed in 1977 – the most visible symbol
of the City’s downtown revitalization plan of
the 1970s.

•

MAX light rail opened on the Eastside (to
Gresham) in 1986 – followed by extensions to
the Westside (1998), Airport (2001), North-
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Interstate (2004) and Southeast (to be completed in 2009).
•

The initial Portland Streetcar line opened in 2001 – with sequential extensions through
to Riverplace and then the South Waterfront (in 2004/2005/2007).

•

If successfully funded, the Eastside extension is planned for operation by as early as
2011, completing the Portland Streetcar Loop.

FTA Small Starts Funding
While Portland’s initial streetcar investments were made without direct federal funding, the
federal government has now emerged as a potential funding partner. In 2005, the U.S.
Congress created a Small Starts program to fund projects such as streetcar, bus rapid transit
and smaller light rail systems. The Federal Transit Administration (FTA) program was created
for projects costing less than $250 million and receiving no more than $75 million in federal
funds. The intent of Congress was to support fixed guideway projects that were lower in cost
than traditional large-scale transit investments and to simplify the federal review process.
FTA funding criteria have relied upon a cost-effectiveness rating based substantially on travel
time savings. Transit System User Benefit (TSUB) is calculated by determining total benefit and
dividing it into the total cost of the project. This funding methodology, which proponents
contend is biased against streetcars in favor of high-capacity bus lines, does not recognize or
reward the ability of transit investment to influence travel patterns by influencing the built
environment, and to also increase transit ridership. Congressman Peter DeFazio has recently
observed, "If you build 5,000 units of housing along that line and people walked from those
units of housing and get on the streetcar, they would not count under their criteria. The only
riders that count are the ones who transfer from a bus or other transit to get to the streetcar
line.”1
FTA has proposed that Small Starts projects be rated for funding with the same cost
effectiveness measure TSUB as with the previously established New Starts program for larger
system investments. Economic development is included in the legislation and proposed
rulemaking as a factor in considering projects for funding.
The FTA also lists “positive effect(s) on local economic development” as one of its three primary
criteria. However, the FTA has expressed concern about measuring economic development,
stating “there is a significant challenge involved in properly evaluating a project’s positive effect
on local economic development and establishing a system that can be applied nationally, as
well as the informational burden on project sponsors that this would entail.”2
Development-Oriented Transit
Streetcar popularity among cities is attributable, in part, to its low cost and ease of
construction in comparison with light rail. But perhaps more significantly, the early success
can be linked to the remarkable jump in development in the handful of cities that now have
demonstrated post-streetcar development track records.
Portland’s streetcar experience has demonstrated the importance of looking beyond the buzz
phrase transit-oriented development. Because of streetcar’s role as an economic development
catalyst – not just at station nodes but along an entire transit corridor – the more appropriate

1 Dylan Rivera, The Oregonian, “Federal rules prefer buses over streetcar expansion,” December 27, 2007.
2 As cited by Reconnecting America, Street Smart: Streetcars and Cities in the Twenty-first Century, 2006,
p. 56.
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term for transit planners may be development-oriented transit. It’s a new way of looking at the
transit-development nexus and is the focus of this research assessment.
Portland Streetcar – Westside Experience
This article draws from empirical research conducted by E.D. Hovee & Company, LLC –
primarily a November 2005 report on Portland Streetcar Development Impacts prepared for
Portland Streetcar, Inc.3 Subsequent work has extended the evaluation to include prospective
impacts of an Eastside streetcar extension – to the Lloyd District and Central Eastside and
back to the Westside completing a Portland Streetcar Loop. Further on the horizon is the
prospect of developing a Portland Streetcar System, extending well beyond the central city as
the backbone of a new city-wide transportation network.

Scope & Methodology
The question addressed by the 2005 research is simply this:
Has the streetcar served as a catalyst to new central city redevelopment? If so, in what
ways, and to what extent?

3 Research authors were Tess Jordan-Senior Economic Planner and Eric Hovee-Principal, E. D. Hovee &
Company, LLC.
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Portland Streetcar & Max Alignments (as of 2005)

This research is based on an evaluation of nearly 1,400 central city tax lots and on-the-ground
building footprints (in square feet), pre-1997 versus post-1997, to 2004. The analysis is
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conservative in that it describes only new development (the increase in building square
footage), omitting reinvestment/adaptive reuse of existing buildings.4 This is because:
•

Data has been more available to track new development than building improvements.

•

Data also was not readily available to address changes in building occupancy or use.

Readily acknowledged is that Portland Streetcar has not been the only driver of new development. Patterns of land ownership, regional and localized economic trends, public investments
beyond the streetcar (including City-developer agreements) and regulatory context are just
some of the other related factors influencing development both near- and long-term. While
potentially significant, these added factors were beyond the direct scope of this initial analysis.
Methodology. To track development patterns by proximity to streetcar, all blocks within the
central city west of the Willamette River were assigned a distance from streetcar of one, two,
three or three + blocks, as graphically depicted by the map to the right.
Geographic Area Covered. Included with this analysis are the central city plan sub-districts of
the River District, the Northwest Triangle, Downtown and the University District. Due to lack of
comparable data availability, tax lots west of the I-405 freeway corridor were omitted from the
analysis.5
Scope of Findings. Key findings are organized around topics including development reorientation to the streetcar, increased density of development, pace of development, and
density by district.

Key Findings:
Re-Orientation of Central City Development to the Streetcar. The principal finding from our
2005 analysis is that, as shown on the chart on the following page, between 1997 and 2004,
central city development was substantially re-oriented to take advantage of streetcar proximity:
•

Sites within one-block of the streetcar captured 55% of all new development – a huge
jump from the 19% capture rate experienced by these same blocks pre-1997.

•

In contrast, sites situated three or more blocks from the streetcar declined from 53% to
25% of Westside central city development captured over this same period. In effect,
blocks that previously were of lesser interest (pre-1997) are now getting the
development action.

4 Condo conversions were excluded from this analysis on the basis that the space was pre-existing and

the study does not take vacancy rates or density of occupation into account, rather only the amount of
building square footage on the ground and the FAR of that development.
5 The City’s Bureau of Planning data base excluded neighborhoods west of I-405, and thus the Northwest
neighborhood portion of the alignment through which the central city streetcar runs.
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Capture of New Development by Distance from Streetcar
(As % of Total – Pre & Post 1997)

Source: E.D. Hovee & Company, LLC.

Increased Density of Development. A second key measure of added development lies in the
relationship of development experienced to its potential based on zoning. This is measured in
terms of the proportion of potential Floor Area Ratio (FAR) actually achieved at various
distances from the streetcar alignment pre- and post-1997.6 What we found was that poststreetcar development occurred at much greater levels of urban density than the pattern of prestreetcar development, with the greatest density benefits occurring closest to the streetcar
alignment:

•

Within one block of the streetcar line, post-streetcar development achieved 90% of the
Floor Area Ratio (FAR) that central city zoning allowed.

•

The ratio of development experienced to zoned capacity steadily declined as distance
from the streetcar increased – to only 43% of allowed FAR capacity for development
situated more than three blocks from streetcar.

6 Floor Area Ratio (FAR) equals building area (total square footage) divided by site or land area.
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In short, the best opportunities for getting closest to the levels of building densities
anticipated for Portland’s urban core have been realized on the blocks located most
proximate to Portland Streetcar.
Density of Development by Distance to Streetcar
(As a % of Allowed FAR)

Source: E.D. Hovee & Company, LLC.

Pace of Development. As illustrated by the following chart on the next page, annual rates of
new development (as a percentage of the pre-1997 building stock) have been considerably
greater, the closer one gets to the streetcar alignment:

•

Building stock increased by almost 6% per year within one block of streetcar – more
than triple the rate of any other central city geography.

•

Within just seven years, new development amounted to nearly half (46%) of on-theground floor area within one block – compared to just 8% more than three blocks away.
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Rate of New Development
(as % of Pre 1997 Development)
Existing
Building SF
(Prior to
1997)

New
Building SF
(1997 –
2004)

Average
Annual
Increase

New as
Percent of
Existing

1 block

9,029,000

4,172,000

5.8%

46%

2 blocks

5,734,000

794,000

1.7%

14%

3 blocks

7,465,000

733,000

1.2%

10%

3+ blocks

24,706,000

1,886,000

1.0%

8%

Total

46,934,000

7,584,000

2.0%

16%

Distance
from
Streetcar

Source: RLIS, Portland Bureau of Planning, E.D. Hovee & Company, LLC

In summary, Portland’s experience demonstrates that commitment to streetcar investment
coincided with higher densities and more rapid development of blocks adjacent to the
proposed, and later constructed, streetcar alignment than blocks farther from the alignment.

Development Density by District. The relationship of development density to the streetcar
was also evaluated by central city sub-district. This cross-check was intended to address the
question of whether the development benefits associated with the streetcar occurred in only
one portion of the central city, versus being more widely distributed throughout the entire
length of the streetcar corridor.
It is noted that the Pearl/Old Town area (situated between Burnside Street and NW Hoyt
Street) has been distinguished from the River District (north of Hoyt) reflecting differences in
existing uses. Pearl/Old Town was largely previously developed as an industrial-warehouse
district well before 1997. The River District area from Hoyt Street north to the Fremont Bridge
comprises the former Burlington Northern rail yards redeveloped in recent years by Hoyt Street
Properties and other developers/owners.
The chart on the following page shows the development by sub-district in the period from 1997
to 2004:
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Development by Timeframe & District
(1997-2004)
Buildings Developed
Pre 1997

Buildings Developed
Post 1997

New SF

% of
FAR

% of
Post 97
dev.

66%

1,611,000

51%

21%

37%

13%

2,056,000

93%

27%

4,256,555

40%

9%

3,164,000

69%

42%

RiverPlace

901,000

41%

2%

363,000

64%

5%

South
Waterfront

1,310,000

13%

3%

-

-

-

University

3,284,000

29%

7%

375,000

56%

5%

46,551,000

41%

100%

7,570,000

68%

100%

Existing
SF

% of
FAR

% of Pre
97 Dev.

30,952,000

47%

Pearl/Old Town

5,848,000

River District

Area
Downtown

Total

Source: RLIS, Portland Bureau of Planning, E.D. Hovee & Company, LLC.

This sub-district analysis illustrates that the River District area (north of Hoyt) captured much,
but by no means all, of the immediate post-streetcar action:
•

Between 1997 and 2004, 42% of all new development occurred within the once largely
vacant and underutilized River District (north of Hoyt). However, 48% of total new
building square footage occurred within the relatively well-developed districts of
Downtown and Pearl/Old Town, reflecting infill and redevelopment of lower density sites
offering significant added FAR availability.

•

The built-out Pearl/Old Town neighborhood achieved the highest realized FAR of added
build-out (from 1997- 2004) at 93% of potential FAR as allowed by zoned capacity.
While still relatively high at 69% of development potential, the River District reports
results are somewhat lower than expected – influenced in part by the lower densities at
which lots more than three blocks from streetcar have been developed.

Subsequent to the 2005 date of this initial research analysis, new hot spots of development
activity have emerged – notably the South Waterfront via continued extension of streetcar – as
benefits of streetcar investment are extended well beyond locations of early phase private
development activity. Established central city neighborhoods, such as downtown’s West End,
also have realized additional and significant investment along the streetcar line since the
completion of this 2005 research study.
Developer Confidence
Our analysis based on tax assessor records serves to illustrate the catalyst role that the
streetcar has played to stimulate higher density urban development over the last decade.
Valuation has also shown considerable increase. The total estimated value of development
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along the Westside alignment between 1997 – the year in which funding was secured – and
January 2006 has exceeded $2.4 billion.
But the most significant question for the development community is: what does the streetcar
mean for the property owners and developers who make decisions about whether and how
much to invest in construction of residential,
commercial and mixed use space?
Interviews with property owners and developers
along Portland’s existing Westside line and the
planned Eastside extension consistently indicate that streetcar investment supports development decisions. The streetcar’s catalytic
role is expressed in three critical ways:
•

Timing: Property owners and developers
express willingness to invest earlier in
the redevelopment trajectory than
would otherwise occur because they
recognize streetcar as a clear sign of
public and private sector investment
confidence. The investor is more comfortable putting private capital at risk
where the public sector and participating private owners have already put
their money, for example through assessment districts.

At its best, development-oriented
transit occurs as a package deal –
with quality pedestrian environment, targeted development incentives and private owners/investors as
urban pioneers.

PSU Center for Real Estate
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Redevelopment of the historic Armory
for Portland Center Stage adjacent to
the Henry condominiums represents a
combination of adaptive reuse and
streetcar — a work still in progress.

•

Scale: Developer and property owner interviews
indicate that streetcar investment increases
developer comfort with larger buildings and
their associated risks, such as more units to
absorb, higher construction and financing
costs. This increased density means added
investment, yielding more households and jobs
– and more patrons for transit.

•

Pricing: Developers indicate willingness to bring
higher-end products to the market with the
presence of the streetcar in the mix. Based on
the track record of the existing central city
alignment and the redevelopment it spurred,
developers increasingly are betting that the
streetcar’s convenience, cost savings and
cachet translates into consumer willingness to
pay higher rents and sales prices. Moreover,
the convenience of transit makes it possible for
a growing number of households to forego a
second, or even first automobile, freeing
discretionary financial resources for a more
urban lifestyle – while promoting the auto trip
not taken.

In short, members of Portland’s development community repeatedly express their confidence in the
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ability of the streetcar to change the character of the built environment. Looking to the future,
property owners and real estate investors/developers with interests in proximity to the planned
Eastside alignment of the Portland Streetcar Loop already are incorporating the prospect of
streetcar service into plans for their own properties and for the larger neighborhood/business
district.
From Economic To Community Benefit
The high-density development observed along Portland’s now in-place Westside alignment is
associated with numerous public benefits that can be understood as a return on the public’s
investment in streetcar (or ROI). These benefits include:
1. Reduced auto dependence by promoting the trip not taken.
2. Reduced infrastructure costs by reducing the need for suburban greenfield development.
3. Increased tax base and tax revenues that can be reinvested in building urban places.
4. Reduced sprawl (in terms of land consumption) while still accommodating population
growth in the Portland metro area.
5. Reduced carbon footprint resulting both from increased density of development and
reduced auto dependence.
6. Added business and job generation, drawing more of the creative class demographic,
upon which future and ongoing economic vitality of the Portland metro region is
increasingly linked.
These community benefits go beyond, but also further enrich, the economic development
returns that have been the primary focus of this research analysis.
Looking to the Future:
On the immediate horizon is the extension of service to the close-in Eastside to complete a
Portland Streetcar Loop. Close on the heels of the loop is the now emerging vision of a streetcar
system extending city-wide.
Portland Streetcar Loop. Depending on the award of federal Small Starts funding, opening of
the Eastside extension could occur as early as 2011. The Eastside streetcar will complete a
streetcar loop – reaching east across the Broadway Bridge, through the Lloyd District and
Central Eastside along MLK/Grand, to OMSI and then back across the river to the South
Waterfront.
The Eastside streetcar cannot and should not look to merely replicate the Westside experience:
•

A changing real estate market environment, combined with distinctive strengths of the
Lloyd and Central Eastside Districts, suggest a stronger role for employment and worklive spaces as well as the residential/mixed use model pioneered so successfully on the
Westside from the mid-1990s through today.

•

A particular Eastside challenge will be to strengthen the pedestrian-street environment
– amid the larger format environment of the Lloyd District and along an existing autodominated spine of MLK and Grand Avenue through the Central Eastside.

Extending Streetcars City-wide. The City of Portland is now also embarking on a more
encompassing Portland streetcar system planning process. Key objectives of this initial
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planning work include evaluation of potential streetcar corridors, identification of criteria for
selecting priority corridors, and options for system funding.
As cities with extensive streetcar systems
like San Francisco and Philadelphia have
already learned, the streetcar-development connection will be experienced
differently in Portland neighborhoods and
business districts than in the more
intensely-developed central city:
•

Scale of development can be
expected to increase along streetcar corridors – but in synch with
district-specific market opportunities and most likely at middensities
somewhere
between
those of downtown and singlefamily neighborhoods.

•

Rather than focusing on intense development at widely spaced station areas as with
light rail, the frequent stops associated with the streetcar can serve to more broadly
distribute corridor-wide reinvestment.

•

Real estate development products not yet widely seen in this metro area can be
expected to become more prominent – including row homes, more varied family and
live-work options, and greater opportunity for fine-grained business district
entrepreneurship and employment.
The Portland Experience. For
Portland, the streetcar has
served to create pedestrian
vitality, visual recognition, and
local resident and visitor draw.
The neighborhood scale of the
streetcar offers greater opportunity to shift the transit-planning paradigm toward development-oriented transit – for
improved economic and community benefit. And consistent
with long-established Portland
tradition, public-private partnerships continue to make a
difference.

System-wide planning will need to address appropriate
scale of development as well as open space/gathering areas
throughout Portland neighborhoods.
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In short, the Portland Streetcar offers the potential to
further shape development opportunity and enhance comm.unity livability, not just downtown but citywide. The best
may be yet to come.
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Valuation of Urban Amenities
Jerry Johnson, Johnson Gardner, LLC, Land Use & Development Economist
A number of communities are pursuing more
urbanized development forms outside of the
traditional downtowns. A key challenge to this type
of development is achieving the density of activity
typically associated with urban living. In general,
higher density development forms are more
expensive to construct and prove viable only in areas
in which there is a relatively high location premium
paid by owners and renters. The premium associated
with a specific location is a function of marketable
amenities, which in a real estate context refers to a
feature that increases attractiveness or value.
Outside of the physical characteristics of the product
itself, traditional amenities include views, parks and
trail systems, access to transit and school districts.
In order to compete with more suburban locations in
terms of many such amenities, more urbanized areas tend to offer a greater array of
convenience and lifestyle-related services within easy walking distance. The ability to reach a
number of urban service amenities within a pedestrian range is of particular value. For
example, urbanized areas offer urbane amenities such as groceries, coffee shops, fitness
centers and boutiques within walking distance. This
set of amenities is frequently not considered in
housing valuation but can have a greater marginal
impact than traditional physical amenities such as
parks and schools. These urban service amenities
are also associated with savings in travel costs. The
aggregation of these services provides an urban
experience, allowing for residents to increase their
“dwell time” in the area. Providing a rich and active
environment is the key to creating a successful
urban concentration.
Successful urban environments represent a marketable array of amenities, the value of which
is reflected in higher effective pricing for residential
units. This higher pricing is necessary to support the
intensive and costly development forms associated
with more urbanized areas. As achievable pricing is
directly related to project viability, strategies that
support and expand the urban amenity base in an
area are supportive of realizing more urban
residential development patterns.
A recent study of five successfully developed urban centers in Portland quantified the price
premiums created in urban centers by the urban service amenities they offer, and the effect
they have on surrounding home prices. The results of the study indicate that the nearby
availability of a range of urban amenities has a substantive impact on achievable residential
pricing.
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The Metro Transit-Oriented Development (TOD) program commissioned Johnson Gardner to
complete the study in response to the lack of empirical research regarding the impact
developed urban centers have on housing prices. Five Portland metro area districts were
identified for inclusion in a hedonic statistical analysis of amenity values:
1.
2.
3.
4.
5.

Southeast Division/Southeast Clinton
Sellwood
Multnomah Village
Downtown Lake Oswego
Southwest Murray/Southwest Scholls Ferry

A hedonic analysis assumes that the price of a home is an
aggregation of the implicit prices of its many characteristics.
The hedonic equation generally incorporates the physical,
environmental, locational and neighborhood components of
importance to the home buying decision. Therefore, a
hedonic analysis is able to capture the marginal value of www.portlandground.com
housing characteristics such as one more bathroom or, in the case of this study, one more
coffee shop. The housing characteristics included in this
study are physical components such as lot size and unit
square footage, age of unit and number of bathrooms,
environmental components, including whether the unit
has a view amenity and the locational component
identifies the district in which the home is located.
Johnson Gardner identified sixteen urban amenities
existing within the five Portland area districts. These
amenities are listed and described in Figure 1.
FIGURE 1: DISTINCT URBAN AMENITIES

Johnson Gardner measured the distance between each amenity and home using GIS, and the
following model, transformed to a semi-log form, was estimated using hedonic statistical
techniques:
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The statistical analysis determined that urban amenity variables are statistically significant.
When the sixteen urban amenity variables are included in the model, seven urban amenities
are indicated as statistically significant. In other words, we can be at least 95% certain that
proximity to one urban amenity (music shops) has measurable impact on home prices and at
least 90% certain that six other urban amenities have measurable impact on home prices (bike
shops, book shops, fitness centers, spas, specialty groceries, and wine bars/shops). The results
are summarized in Figure 2.

Photo obtained Portland Ground: Pictures of Portland, Oregon www.portlandground.com
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FIGURE 2:

PORTLAND METRO AREA URBAN CENTERS

HEDONIC HOME PRICE MODEL RESULTS

A review of the results in Figure 2, all else being equal, indicates that:


Food & Dining Amenity: Specialty grocers and wine bars and shops demonstrate
statistically significant positive price premiums for homes nearby. Specialty grocers
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had the highest price premium at 17.5%. Results
indicate an 11.1% price premium associated with
wine bars and shops.


Recreation/Wellness Amenities: With statistical
confidence, fitness centers and bike shops
demonstrate positive price premiums for homes
nearby, 8.1% and 3.4% and respectively. In
addition, results indicate that spas are considered
a disamenity by homebuyers (-6.3%).



Other Retail: Bookshops demonstrate a 12.3%
statistically significant price premium for homes,
while music shops demonstrate negative price
premiums that are both significant statistically
and
in
order
of
magnitude
(-37.7%).
Cinemas/movie theatres indicate a 14.4% price
premium.

While the analysis indicates that higher price premiums are
associated with major amenities such as a specialty grocer and cinema, these amenities require
a minimum threshold of market depth not found in all locations. As an example, a specialty
grocer such as Whole Foods may require a trade area population density or demographic
characteristics unattainable in many areas.
An alternative strategy to attracting a tenant such as a specialty grocer is to attract a smallerscale tenant providing a similar range of services. A specialty grocer may provide for grocery,
butcher, bakery, card shop and florist services. An aggregation of tenants providing similar
services can provide a comparable amenity base.
While amenities can add value, it should be noted that some tenant types, such as bars,
nightclubs and music stores, can reduce values. Some of this is related to configuration, as
parking conflicts appeared to impact residential values in areas with limited parking
availability. As noted previously, this appears to primarily impact single family homes rather
than condominiums, which have greater separation from street level activity.
From a policy standpoint, the above results provide a basis from which to gauge development
of an urban center. A center’s range of amenities is a critical component of an “urban
experience”, which adds value to an area that can be realized in higher achievable pricing for
residential development. If it is public policy to encourage more urban residential density
development forms, encouragement of an urban amenity base is directly supportive of this
policy. Developing a more marketable urban experience assists both new development, as well
as providing significant marginal value to existing residents. Public policy could be to stimulate
and subsidize in some form a range of urban service amenities that can be termed soft urban
infrastructure. Our data suggest that such investments can produce higher densities, more
quickly, than significantly larger expenditures on hard infrastructure.
The ability of other centers in Portland to support a transition to higher density development
patterns over time is a function of their ability to provide the “urban experience” that delivers a
marketable diversity of urban service amenities consistent with what is needed to achieve the
desired development forms. While short-term market realities should not be viewed as
necessarily precluding longer-term visions, they do provide an indication of how near or far an
area may be from supporting a transition to more intensive development forms. To demonstrate
this concept, three Portland suburban areas which have the potential to transform their city
centers into viable urbanized areas are analyzed on a case study basis.
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Case Studies
The Milwaukie city center is located in the southeast part of the city and is bounded by two
highways which provide the district good regional access and exposure, but also isolate the
center from much of the area’s demographic strength. Major employers in the area include the
City of Milwaukie, the Ledding Library,
Dark Horse Comics, Milwaukie Lumber
and a range of office and retail uses. In
addition, the area includes the Portland
Waldorf School, offering K-12 education.
A summer concert series is offered in
Scott Park, and the Milwaukie Farmer’s
Market is held on Sundays from May
through October.
Milwaukie has
recently made substantial improvements to its waterfront park on the
Willamette River, improving the linkages
across Highway 99E to downtown.
Milwaukie’s city center currently has a Photo obtained Portland Ground: Pictures of Portland, Oregon
limited range of urban amenities. The www.portlandground.com
current amenity mix includes several restaurants, coffee shops, a fitness club, and a bar/pub.
The area also includes the Milwaukie Cinemas, which shows second run films as well as
offering a video arcade. Major retail concentrations are located on the main highway arterials,
with the limited natural trade area precluding a number of amenity types that would require a
more extensive population base.
Achievable pricing in the area is largely consistent
with suburban pricing, although the recently
completed North Main Village demonstrated some
market support for a more urban pricing model for
residential products in the area. At current price
levels, the market would be expected to deliver the
townhome units with limited assistance. However,
condominium flats would be difficult to deliver at the
current pricing, with similar products selling 35%
higher per square foot in other parts of the
metropolitan area. Additionally, rent levels in the
area are seen to be well below what is necessary to
support mid-rise construction. As seen in North Main Village, affordable housing that receives
tax credits represents the most viable development form in the current market.
Retail space in downtown Milwaukie is
currently leasing from between $12 and
$16 per square foot triple net. The highest
retail lease rates in the area are
immediately north of the center, with
Gramor quoting rent levels of $32 per
square foot at Oak Street Square at the
intersection of Highway 224 and SE Oak Street. The recently completed North Main Village
retail space is being listed at $16 per square foot. The center‘s rents are discounted compared
to nearby locations with direct access from Highway 224 and Highway 99E. At the current
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rates, marginal retail development is expected to provide a limited return as a single land use
unless oriented to capitalize on the trip counts along one of the two adjacent highways.
The key challenge for the Milwaukie center will be to find
ways to capitalize on its regional location and the energy
associated with traffic on the adjacent highways. The
interface with Highway 99E is particularly important, with
redevelopment of the former Texaco site providing a
critical opportunity to provide an appealing entry into the
area. While the area is not expected to have the critical
mass necessary to support an amenity such as a specialty
grocer due to its limited size, a mix of uses providing a
similar range of services is possible over time. Increasing the local population base and better
facilitating the capture of drive-by trips will be critical in boosting retail viability.
The second area considered in the case study is Hillsboro, located on the west side of Portland.
The city of Hillsboro has experienced
dramatic growth in the last two
decades, led by rapid expansion in the
area’s technology sector. Housing
growth has also been robust, with
residential
development
primarily
located to the north and east of
downtown. Recent expansions to the
urban growth boundary will increase
the residential base of the area,
primarily to the southeast of downtown.
While development has been robust in
the broader community, downtown
development has lagged somewhat. The
City has recently increased its focus on
the area, and is currently funding the Hillsboro Renaissance Project to encourage arts-based
development. This increased commitment is reflected in the Hillsboro Civic Center, which was
completed in 2004. The project spans three large city blocks, and includes a 120,000-square
foot city hall, a 99-unit affordable rental housing project, and two adjoining plazas. The first
floor of City Hall contains a 250-seat public auditorium connected to 3,500 square feet of
conference rooms.
The downtown Hillsboro area has a mix of
restaurants, coffee shops and various
service industries. The Hillsboro Saturday
Farmers' Market is located at the
intersection of Main Street and 2nd Avenue,
and takes place every Saturday from May
through October.
Light rail service is
located downtown, with four stops in the
downtown area. The area currently does
not have a movie theater, a brewpub, or a
specialty grocer.
Photo obtained Portland Ground: Pictures of Portland, Oregon
www.portlandground.com
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As with Milwaukie, achievable pricing in the area is largely consistent with suburban pricing.
This rent level is higher than Milwaukie’s, as the suburban rates in Washington County are
higher than those in East Clackamas and Multnomah Counties. Downtown retail space is
currently listed for approximately $12 per square foot net.
Condominium development in the area has been largely suburban in nature, much of it found
in the Orenco Station area east of downtown. The current top pricing on a per square foot
basis in the area is 53% below prices in more urban parts of Portland. As with Milwaukie,
downtown Hillsboro is currently leasing at a discount vis-à-vis nearby suburban locations. At
the current rates, marginal retail development is expected to provide a limited return as a
single land use, and will be fortunate to break even, as opposed to contributing to the project’s
overall yield.
At current demonstrated pricing, based on available comparables, it would be difficult to justify
an urban form of housing development in the downtown Hillsboro area. Rent levels in the area
are seen to be well below what is necessary to support mid-rise construction as well.
Affordable housing that receives tax credits represents the most viable development form in the
current market.
To-date, the lack of an urban scale project in downtown Hillsboro provides no market
comparables that can establish pricing achievable in the area. As a result, the market will be
reluctant to take on the risk associated with a first project. Initial developments are expected to
include higher-density townhome projects on redevelopment lots on the periphery of the
downtown area. While not truly urban, they will help serve to increase localized demographics
and provide support for an increase in local retail and service uses. Some level of public
participation will be necessary to induce downtown residential housing in a more urban form,
which will establish some reliable pricing guidelines for the area. Over time, development of a
more comprehensive set of urban amenities will be likely necessary to help the area transition
into a viable urban setting.
Finally, the Gresham regional center is located near the center of the city and consists of
Gresham’s historic downtown area and the more recently developed Civic Neighborhood area.
The area lies between east/west routes of three major traffic arterials, and is traversed by the
light rail line. The eastside light rail line terminates in the Center.
The regional center has experienced a range of development in recent years. The masterplanning and development of the Civic Neighborhood with housing and commercial space over
the last decade makes it the newest district in the center, with more development to come. The
Civic Neighborhood was founded planned around city government buildings, followed by
improved light rail facilities and the development of the Gresham Station shopping center.
Multi-family housing options have also developed in the neighborhood, including apartment
complexes, senior housing, and townhomes.
In contrast to this relatively new neighborhood,
the other component of the regional center is
downtown Gresham, which is anchored by a
Historic Main Street which dates back more than
100 years. Activity on Main Street is
concentrated on roughly four blocks of storefront
retail and commercial space. To the east of Main
Street is a mixture of recent mixed-use and
residential redevelopment, as well as older singlefamily homes.
There are multiple examples of new transitoriented projects in the downtown area including
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a vertical mixed-use project, The Beranger Condominiums, developed by Peak Development,
townhomes and apartments. A second
vertical mixed-use project, Third Central,

developed by Tokola Properties, is under
development.
Overall, the downtown is characterized by
gradual redevelopment intermixed with older real estate in a variety of conditions. Due to the
history of low-intensity development, there is ample opportunity for redevelopment at higher
residential and commercial densities over time.
The Gresham Civic Neighborhood is surrounded by a mixture of commercial and multifamily
residential uses, including a recently-built community shopping center. The area’s existing
retail mix includes a Best Buy, a Cost Plus World
Market, and an Old Navy store. There is also a wide
variety of local and national chain restaurants in close
proximity. The area is in the process of being intensely
developed and will include a new lifestyle center on the
site to the north of the light rail station with
discussion of future residential towers. The area has
two light rail stations, providing convenient transit
access to downtown Portland and the Portland
International Airport. To-date, the most conspicuous
absence in this area is a grocery store.
The Civic Neighborhood area lies at a crux between more upscale neighborhoods to the south,
and middle-income to low-income neighborhoods to the north and west. Urban-form residential
development has been very limited in the Gresham area, however there are two recent
developments which are indicators of achievable pricing located in the Gresham Station
market: The Crossings for rental apartments and The Beranger for condominiums. Both of
these projects were largely unprecedented in the Gresham area, and have established
achievable pricing beyond what was generally expected in the market.
The Crossings has a mix of three unit types, with average rent levels ranging between $1.12
and $1.45 per square foot. These rates remain below achievable levels in closer in locations
such as the Lloyd District, but are well in excess of the $0.85 to $1.05 range historically seen
in Gresham’s higher-end projects. The site of this project is central
to the Civic Neighborhood, but suffers from a lack of development
to-date to the north of the site. With the exception of the light rail
station, amenities are concentrated to the south of the site.
The Beranger Condominiums, developed by Peak Development,
LLC, are a 24-unit mixed-use project located in downtown
Gresham. The first floor is comprised of seven for-sale retail spaces
and structured parking. The upper three levels will contain the
residential units. This project is the first attempt at upscale
attached for-sale housing in downtown Gresham. There are twelve
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units on each of floors two and three with the fourth floor consisting of lofts for the third-floor
units. Units went on sale on February of this year and thus far, they have been selling at a rate
of roughly 1.5 units per month. Units at the development range in size from 680 to 2,044
square feet in size averaging 1,029 square feet. Reserved units range in price from $182,000 to
an estimated $450,000, averaging approximately $238 per square foot. Actively listed units
range in price from $182,000 to $330,000, averaging $245 per square foot. The project received
preliminary approval for a 10-year tax abatement, which would be passed through to the
residential condominium owners.
The Gresham Civic Neighborhood area has strong arterial access, but the proximate
demographics are currently weak. Public ownership of major parcels within the center is seen
as a key opportunity, allowing for a greater scale of development. Recent investment patterns
make this area the likely preferred location for most regional-draw retail uses considering the
Gresham area.
Key investments have already been made in the Civic Neighborhood area, and recent projects
have demonstrated a market premium associated with the area. As the urban amenity mix
strengthens, we would expect to see achievable pricing in the area rise commensurately. At this
point in time, short-term development opportunities would include development of available
publicly-owned properties, with a focus on attracting the urban amenity types outlined above
with a significant demonstrable impact on achievable pricing. Over time, redevelopment of the
underutilized properties in the northeast portion of the Civic Neighborhood can further
strengthen the area, and capitalize on the mix of uses and investment already on the ground.
While pricing has been increasing, it is still below the threshold necessary to support mid-rise
and high-rise development without some level of assistance. Over the short-term, public
intervention will be required if more urban densities are seen as desirable.
Financial Implications
Financial viability remains the primary obstacle to achieving many of the development forms
envisioned by the urban center concept. Higher density development forms tend to cost more
per square foot to build, and require higher pricing to make them viable. Significantly higher
costs per square foot are typically seen when residential development shifts to mid-rise or highrise construction. If pricing is adequate, the market would be expected to deliver higher priced
development forms as they will represent the highest and best use. In other words, when
achievable pricing is adequate, the market will transition to higher density development types
and the supportable land values will be higher.
Developers serve as the primary drivers of the development process, typically initiating land
development. The developer makes a living through managing risk, evaluating the probable
financial return on a project in light of assumed risk. Developers cannot be expected to initiate
a development in which the risk-to-return ratio is not compelling. Both lenders and equity
contributors will also evaluate any development opportunity proposed by a developer using
similar criteria. Development typically occurs when the development of an allowed use yields
an adequate return to attract a developer and an equity source. The final development form will
typically represent what is viewed as the “highest and best use” of the property from a
development perspective, which reflects the development type and timing yielding the greatest
risk adjusted return to the developer. The assessment of these risks and returns typically
requires substantial analysis by the developer, equity source and lenders.
Financial feasibility represents the most reliable predictor of developer activity, but by no
means a perfect one. Within the context of prototypical pro forma analysis, it can be
demonstrated how a range of urban amenities increases the financial feasibility threshold. The
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model is a mid-rise and high-rise condominium project, using the premiums associated with a
specialty grocer and book shop identified in the hedonic modeling. Land acquisition is assumed
at $40 per square foot, while construction costs are based on R.S. Means average estimates.
Baseline sales are assumed at $225 per square foot, which is roughly equivalent to marginal
demonstrated achievable pricing in the case study areas.
STATIC PRO FORMA EVALUATION OF CONDOMINIUM DEVELOPMENTS

The analysis indicates that the incremental gain in achievable pricing of $67 per square foot
associated with the urban amenities can negate an over $5.0 million indicated viability gap on
a mid-rise project. Even with the premium, the high-rise development remains not viable,
although the gap is greatly reduced. [Note the highest return on cost in the mid-rise premium
case].
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Policy Implications
While each center will have specific challenges and
opportunities, there are some characteristics that
are supportive of the development of a robust
urban center. These include the following:

•

Good transportation infrastructure, providing
for convenient commutes and the ability to
draw from a wider trade area;

•

Existing commercial structures, providing for affordable commercial space, or sites of an
adequate scale to generate a critical mass of activity;

•

Proximate residential and employment densities to support services in the center;

•

Available developable parcels, and willing property owners;

•

Active developer interest in an area;

•

Current achievable pricing approaching the threshold for higher intensity development
patterns; and

•

A jurisdiction actively supporting the intensification of development, through entitlements
(zoning), infrastructure investments, site acquisition and/or other forms of encouragement
and potentially subsidy.

Policymakers whose goal is to foster the development of urban centers can focus on two
investment objectives. The first type of investment would be related to increasing the
attractiveness of a center, thereby generating a marketable premium that would be reflected in
higher achievable pricing. This could include infrastructure investments (quite expensive),
common area improvements (parks, plazas, streetscape), and active support for targeted “soft
urban infrastructure” that has a demonstrated positive impact on achievable pricing (specialty
grocers, theaters, etc.). An example of an investment type that this analysis would support
would be providing funding to assist in the renovation and possible expansion of a grocer,
theater, restaurant, or bookstore within a center. This type of investment would facilitate the
increase of achievable pricing in the area, directly impacting the viability and form of future
residential development.
The second type of investment would be what can be referred to as “proof of concept”
investments, supporting projects that test and hopefully demonstrate market support and
achievable pricing for a targeted development form. Examples of this type of intervention
would be The Crossings at Gresham Station and North Main Village in Milwaukie, both of
which demonstrated that a significant premium could be achieved for untested urban
development forms in these markets.
The key common attribute of these types of market interventions is that they seek to change
the underlying economics of land development in a specific area as opposed to merely
identifying a “viability gap” that needs to be bridged. As a result, they have a greater potential
to negate the need for ongoing subsidy over time to achieve targeted development forms.
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The Pulse of Portland Neighborhood Retail Corridors
Karen Thalhammer, Master of Urban & Regional Planning and Real Estate Development
Graduate Certificate Candidate; Oregon Association of Realtors® Student Fellow
Portland contains a vibrant collage of neighborhood retail corridors. Ranging from the
boutiques of Northwest 23rd Avenue, to the art galleries of Alberta Street, young creative
entrepreneurs wishing to open a wine bar, pet store, or tapas restaurant have a variety of
vibrant locations from which to choose.
A number of interrelated planning initiatives,
combined with a growing population and
expanding market, have created the synergy
to support numerous vibrant neighborhood
retail corridors in Portland. First, the Urban
Growth Boundary has promoted infill development that has provided the residential
and employment density to support neighborhood retail. Second, numerous redevelopment programs including the Oregon Economic and Community Development Main
Street program and urban renewal financial
assistance through the Portland Development
Commission (PDC) have provided public
funds to seed redevelopment and leverage
private investment. Third, the presence of a
reliable and connected transit system and
bicycle network encourages the foot traffic
needed to support storefront retail. Fourth,
on-street, shared parking along the retail
corridors and side streets makes vehicular
traffic relatively convenient. Finally, the
urban amenities and lifestyle that Portland
offers continues to attract young creative
entrepreneurs who prefer urbane environments and opening small local businesses.
This article compares seven neighborhood retail corridors in Portland. These selected corridors
were chosen to represent geographic diversity and the various phases of retail development.
Using CoStar data, key indicators across the seven districts can be compared. An inventory of
tenant types in each retail corridor was also complied in order to compare tenant mixes.
Finally, three corridors, NW 23rd Avenue, Hawthorne Boulevard, and Mississippi Avenue are
explored in depth.
Comparing the Vitals of Neighborhood Retail
While national indicators show a decline in consumer confidence, the Portland metropolitan
retail market is performing relatively well. Portland appeals to national retailers with low
vacancy rates, limited inventory, and continued consumer spending. As in other metro areas,
Portland retail has expanded into suburban lifestyle centers such as Bridgeport Village and the
Streets of Tanasbourne. Unlike many cities, many of Portland’s neighborhood retail corridors
have also boomed.
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The Portland metropolitan area has an average of 9.8 square feet of retail space per person,
compared to the national average of 10.9 square feet per person.1 This implies that the region
would need about 2.4 million square feet more retail space to meet the national average and a
total of four million square feet by 2012 to accommodate the addition of 145,000 new
residents. Most new construction has been focused on national retailers in the single tenant,
build-to-suit big box and suburban lifestyle center markets. This bodes well for existing
neighborhood retail, where significant population clusters are within walking distance and
future supply is constrained.
The map below shows the seven neighborhood retail corridors selected for this study. There
are several other neighborhood corridors in Portland that were not included in this study
including Sellwood, St. Johns, and Fremont. These selected corridors were chosen to show
geographic diversity and the various phases of retail development. The boundaries of the
corridors were defined by the pedestrian experience of the street. The corridor continued for
as long as street-oriented retail uses continued to lure a pedestrian down the street. The
corridor ended when the predominant land use shifted signaling that the shopping area had
ended.
Figure 1: Location of Neighborhood Retail Corridors
The length of the corridors varies
dramatically. On Belmont, the corridor is only two blocks long, but on
Broadway, the retail area continues
for 24 blocks. Given that a pedestrian
is only likely to walk a few blocks, it is
likely that for the longer corridors,
patrons visit one section of the corridor rather then the whole thing.
While it is beyond the scope of this
analysis, it may be that different parts
of longer corridors provide different
services for different people at different times. Moreover, the length of
the corridor changes over time. For
example, N.W. 23rd started on only a
few blocks and expanded both north
and south until it covers nearly over
17 blocks from Burnside to Thurman
and is expanding further to Vaughan.
Costar data were used to compare the
seven corridors. Vacancy rates, rental
rates, total square footage, gross
absorption, and net absorption are
compared in Chart 1. It is important
to note that this data is based on a
representative sample and not a
comprehensive survey. It is remarkable that these seven retail corridors
alone total over 1.6 million square feet of space, larger than all three super-regional malls.

1

Culverwell, Wendy. February 22, 2008. “New numbers prove that Portland lacks retail space,” Portland Business
Journal.
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Northwest 23rd is the largest neighborhood retail corridor with over 660,000 square feet, almost
200,000 square feet larger than Bridgeport Village. The next largest is Broadway with over
350,000 square feet. Both Mississippi and Belmont had a zero percent vacancy rate in the
fourth quarter of 2007, while Broadway and Multnomah Village had an 8 percent vacancy rate.
As expected, the highest rents are on NW 23rd Avenue and the lowest rents are on Alberta
Street. However Multnomah Village and Alberta Street have had the sharpest increase in rents
over the past three years with 128 and 99 percent respectively. Broadway has actually seen a
28 percent decline in rental rates, although reported transactions during the period and data
anomalies may skew the numbers.
Chart 1: Market Indicators of Neighborhood Retail Corridors
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Avg.

BurnsideThurman

As an indicator of turnover, one can compare the average annual gross absorption as a
percentage of total area. Alberta Street has had the greatest amount of turnover with an
average of nine percent of the total square footage being leased annually. The storefronts on
Hawthorne Boulevard seem to be the most stable with an annual average of only two percent of
the total square feet being leased
Tenant Mix: A Recipe for Success
Tenant selection in a mall is extremely selective for not only the appropriate mix, but also the
best strategic locations in order to maximize foot traffic through the mall. However, in
neighborhood retail corridors, the tenant selection and location process occurs in a piecemeal
fashion with individual property owners who are exclusively concerned about their properties
alone when making leasing decisions.
Chart 2 summarizes the tenant mixes across the seven study corridors. The tenant mix is
relatively similar across all corridors. However, subtle differences are present and it is these
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variations that make each corridor distinct. Belmont and Hawthorne Streets have the highest
percentage of restaurants. Northwest 23rd Street has the highest percentage of clothing shops
and Alberta Street has the largest number of art galleries. Perhaps what can be deduced from
this analysis is a typical mix for successful neighborhood retail corridors. Restaurants, cafés,
bars, brewpubs and winebars account for over a third of the tenancies, in some cases over half,
and are consistently the largest proportion. Services combined account for approximately a
quarter of the tenants, with the highest proportion being salons.
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The Singer Vision: Northwest 23rd Avenue
Northwest 23rd Avenue, the
vision of the Singer family,
is a great example of the
Urban Land Institute’s ten
principles
for
rebuilding
neighborhood retail. It has it
all: a visionary leader with
an eye for tenant selection,
high density residential and
employment uses, a twolane
narrow
pedestrianfriendly street with parking
on both sides and even a
streetcar in one portion.
Beginning in the 1980s the
Singer family began converting old Victorian houses
into multiple storefronts, and since then, the street has
transformed into a humanly scaled, vibrant re-tail hub.
Central to the success of NW 23rd, was the attention to tenant
selection that the Singer f a m i l y c o n t i n u e s t o maintain.
Because of the family’s long history and c o n n e c t i o n t o t h e
neighborhood, they have been able to work closely w i t h
o t h e r p r o p e r t y owners to choose the b e s t t e n a n t m i x .
Initially, the Singers were focused on small local businesses.
Turning down offers from large national chains, the Singers
took risks and recruited (at the time) fledgling businesses
including Coffee People, Pizzicato, and Ann Sacks tile store.
As the street matures in the
retail hierarchy, it is now
those very same national
retailers that the Singers
first resisted that are making
the street distinct from other
neighborhood retail corridors. NW 23rd stands out as
the quaint but functional
street that combines both
small local business and
higher-end national chains.
The street is home to several
national retail stores including Pottery Barn, Cost
Plus, Williams Sonoma and
the Gap. Today NW 23rd is
home to nearly 150 businesses and currently has a
low 3.3% vacancy rate. The street commands the highest
rents among the neighborhood retail corridors studied, with
an average of $32.00 per square foot on a triple net basis.

PSU Center for Real Estate

•

Ten Principles for
Rebuilding Neighborhood
Retail
• Great streets need great
champions. The champion
should be someone who
envisions something better,
has the passion to overcome
obstacles, and is in it for the
long haul.
• It takes a vision, but strive
to be what you really can be.
Each retail street should be
crafted to reflect the
community.
• Think residential- Retail
will follow dense residential
growth.
• Honor the pedestrianDon’t let traffic engineers rule
the street. Make it easy and
enjoyable for shoppers to come
and to stay.
• Parking is powerConsumers expect a
guaranteed parking space.
Make it easy for costumers to
find parking.
• Merchandise and lease
proactively- Manage the
tenant mix like a mall by
establishing a quasi-public
leasing agent.
• Make it happen- Use
regulatory and financial
carrots and sticks to convince
landowners, developers, and
investors that revitalization is
in their interest.
• Be clean, safe and friendlyEstablish a business
improvement district to provide
unobtrusive security especially
while the street is in transition.
• Extend day into nightLonger hours equals higher
sales and livelier street.
• Manage for change- The
street should be constantly
maintained to meet evolving
consumer demands.
(Source: Urban Land Institute,
Ten Principles for Rebuilding
Neighborhood Retail, 2003)
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A Streetcar Named Hawthorne
Hawthorne is a typical early streetcar retail
street. From 1888 to 1936, a steam-powered
streetcar ran down Hawthorne between SE
5th and SE 54th Avenues. Clusters of local
businesses moved in along the streetcar line,
creating a linear district that accommodated
local residents.

1926: Hawthorne at 35 looking east.
Source: Oregon Historical Society Photo #000692
th

The streetcar era architectural style remains
prominent today, with two- and three-story
mixed use buildings built up to the property
line and enhanced by storefront windows at
the sidewalk level. Fred Meyer opened its first
store in Portland in 1936 at SE 36th and
moved to its current location at SE 39th in
1951.2 This year, the Hawthorne location will
be remodeled and will be the first Fred Meyer
store to receive LEED accreditation.3
Redevelopment of Hawthorne accelerated in
1985 when it was designated a main street
through the Oregon Economic and Community Development Main Street program,
which was administered through the Portland
Development Commission. At that time, the
street’s retail pioneers included Bread and
Ink, PastaWorks, and Oasis Pizza.4 Corey
Brunish also played a key role in re-visioning
Hawthorne. He purchased, remodeled, and
leased several buildings along Hawthorne
including those that are now home to Kids at
Heart, Clogs and More, the Starbucks at SE
37th, and Mio Sushi at SE 40th.

Recently, the street has seen some new construction. In 2003, a three-story mixed use building
replaced an Arby’s at the corner of 34th and Hawthorne. At the time of opening, the 17,000
square feet of retail space included Doshas Spa, Cold Stone Creamery, Imelda’s Shoes and
Noodlin’ restaurant.5 Last year, a mixed use project at SE 45th, H45, was completed with seven
ground-floor live-work units. However, two storefront bays still remain vacant.
Today Hawthorne caters to the twenty-something crowd with vintage clothing shops and edgy
gift and accessory stores. Upper Hawthorne, east of 39th Avenue, is home to the highest
concentration of bars among all of the streets studied. Between 30th and 50th Avenues alone
there are 177 businesses. Hawthorne’s vacancy rate is currently 1.3%, reflecting its highly

City of Portland, Bureau of Planning. February 2003. “Historic Context: Hawthorne Boulevard form SE 20th to
SE 55th Avenues.”
3 Ryan, Alison. January 11, 2008. “The G Stands for Green.” Daily Journal of Commerce.
4 Chaffin, Nancy. Personal Interview. February 21, 2008.
5 Hughey, Ray. December 5, 2003. “Hawthorne Project finally finds perfect fit in Neighborhood.” Daily Journal of
Commerce.
2
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marketable location. Rents continue to rise and are now at an average of $21.00 per square
foot on a triple net basis.
According Karin Edwards, Chair of the Hawthorne Boulevard Business Association, rising rents
are the top concern of retailers. From our analysis, rents have gone up 49% in the past three
years along Hawthorne. According to Edwards, newer businesses tend to locate on upper
Hawthorne where rents are lower and graduate to the core between SE 34th and 39th as their
business grows. Currently, Master Piece Hemp and Mink are established tenants in the process
of moving to the center from upper Hawthorne.6
As is typical in the cycle of neighborhood retail corridor development, success is a doubleedged sword for established retailers. As the street becomes successful and attracts more
investment, rents continue to rise, and eventually the small local businesses that once
characterized the street can no longer afford to stay. While Hawthorne continues to remain an
icon of Portland homegrown business, it will be instructive to see what happens if rents
continue to escalate.
Mississippi: A Neighborhood in Transition
In 1990 when Kay Newell reopened the building that
used to be Stewarts Variety store as Sunlan
Lighting, she said, “Every business was boarded up
or behind bars.” Then the district was primarily
industrial, with only a handful of open storefronts.
As recently as ten years ago, the street and
surrounding neighborhoods were the backdrop for
drug-related crimes, shootings and prostitution.7
Some of the first pioneers to enter the district and
begin to re-open the storefronts include Brian
Wannamaker, who restored several buildings including those that now house Mississippi Delta and
Gravy. When Phillip and Stephanie Stanton quit
their nursing jobs and opened Mississippi Pizza in
2001, they not only created a local gathering spot,
the musical venue also became a regional attraction.
The street was designated the Mississippi Historic
District Target Area in 1999 and latter became part
of the Interstate Urban Renewal Area in 2000.
Several businesses received financial assistance
from PDC including Pistils Nursery, Fresh Pot Coffee
Shop, and the Rebuilding Center.
Today, with
increased foot and vehicle traffic, community
involvement and business support, the street is a
vibrant and eclectic hub of over 40 restaurants,
retailers and home improvement stores. The street
continues to provide a balance of neighborhood
servicing retailers and those with a regional capture
such as the Rebuilding Center, Sunlan Lighting, and Mississippi Studios.
6

Edwards, Karin. Personal Interview. February 21, 2008.
Portland Development Commission. 2004. “The Development Opportunity Services Program: A Proven Tool for
Neighborhood Commercial Revitalization.”
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Mississippi Avenue has several new developments currently under construction. In the middle
of the district, a crane rises from the large excavation for a to-be-named Trammel Crow
residential project. The six-story mixed-use development will contain 188 apartments and
9,000 square feet of retail space. The ground floor will accommodate one restaurant and four or
five additional retailers.8
A few blocks north, Mississippi Lofts, a 58,000-square foot, 32-unit condominium building
with ground floor retail is currently under construction and nearing completion. Developers
Peter Wilcox, David Yaho, and Bill Jackson plan to include PastaWorks as the primary tenant.9
Mississippi continues to have to have a low retail vacancy rate, however several large
warehouse structures are currently for lease, including a site on the corner of Fremont and
Mississippi.
Despite the drastic change to the neighborhood, local retailers are excited about the new
projects. Kay Newall, the self-proclaimed light bulb lady and owner of Sunlan Lighting says,
“Change is constant. When I moved here, I changed the neighborhood, and these new projects
will change it again.” Cliff Belt, who has a storefront office on Mississippi thinks the same,
“Those of us who have been here, we welcome the change. We remember what it was like. It is
those who just moved here in the past few years who want it stay the same.”
Conclusions
In sum, Portland has a variety of vibrant neighborhood retail corridors, typically building on
the street front retail backbone of the original streetcar lines along the gridded street network.
In recent years, many of these corridors have been revitalized to the point where collectively
they account for more retail space than the largest retail malls. The largest and most
successful are larger than the newest suburban lifestyle centers. But because they have grown
endemically and are not controlled by a single retail developer/owner, they have largely flown
under the radar of much of the real estate development community. More reporting and
analysis is needed to stimulate more attention to, and investment from, the private investment
community.
Thanks to a varied local economy and the foresight of many public planning efforts, Portland
appears to have the right ingredients for successful neighborhood retail corridors: a gridded
street network with both parking and bus transit, pedestrian-friendly streets, available parking
along the corridor and its side streets, increasing residential density and a creative class
demographic that opts for a more urbane shopping experience close to home. As streets mature
and rents rise this will undoubtedly result in change. The pattern of extension along the
corridor is likely. Small start-up businesses that once resided on the street will likely look
elsewhere. And where these new businesses look for low-overhead, revitalization and
redevelopment of another neighborhood retail corridor will likely occur.
Philip Hanshew of Integra Realty Resources contributed significantly to this article.

8
9

DiChiata, Thomas. 2008. Trammel Crow. Personal interview.
http://www.mississippiavenuelofts.com/
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Housing Market Analysis
By Karen Thalhammer, Certificate of Real Estate Development Graduate Student &
Oregon Association of Realtors [OAR] Fellow
Across the state, the number of building permits has dramatically declined, the number of
sales has fallen, the median price has flattened and the average number of days on market has
increased. All indicators show that the housing market in Oregon is continuing to slow.
While the number of new housing permits issued has declined across the country,
communities in Oregon have been especially hard hit. In Bend, the number of single family
permits is down 69% and the number of multi-family permits issued is down 88%. In
Portland, the number of multi-family permits has decreased 61% reflecting the overbuilding of
condominiums through-out the metropolitan area.
The number of sales has also decreased more in the Portland MSA then in the rest of country.
However, the median price of homes has not fallen below zero and counters the national
depreciation trend.

Median Home Values of Existing Detached Homes
Portland/Vancouver
U.S.
MSA
West
March2007 Median Price
$216,200 $341,900
$291,000
March2008 Median Price
$198,200 $290,900
$289,000
0%
% Change in Median Price
-8%
-15%
% Change in Number of Sales
March 2007-2008

-18%

-21%

-37%

Source: National Association of Realtors(March 2008) and RMLS (March 2008)

UNITED STATES
OREGON
Bend OR
Corvallis OR
Eugene-Springfield OR
Medford OR
Portland-VancouverOR-WA
Salem OR

Building Permits Issued
Year to Date
Single-Family
Multi-Family
%
Feb 07
Feb 08
Change
Feb 07
Feb 08
% Change
158,300 95,100
-40%
65,000 55.500
-15%
2,620
1,340
-49%
1,770
750
-57%
320
100
-69%
20
0
-88%
20
0
-81%
170
110
-35%
140
80
-48%
200
60
-71%
50
1,440
150

780
90

-46%
-38%

150,000
50

590
60

-61%
30%

Source: National Association of Home Builders (February 2007)

The Portland/Vancouver metro area ranked 69th of 100 U.S. cities in the number of homes in
foreclosure with one in every 326 homes in foreclosure, versus a national average of one in 194
homes, according to Irvine-based RealtyTrac. Nevertheless, the metro area’s 2,678 homes in
foreclosure represents a 148 percent increase from the first quarter of 2007. Among states,
Oregon ranked 24th in foreclosure rates ahead of Washington ranked 26th.
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Portland
For the Portland metropolitan area in the first quarter of 2008, the median price of an existing
detached home declined 2% from the previous quarter from $300,000 to $295,000. 1 Annual
appreciation of the median price of existing detached homes was marginally positive with one
percent appreciation, a dramatic decrease from 22% annual appreciation two years ago in the
first quarter of 2006.
Median Price and Annual Appreciation
Existing Detached Homes
Portland Metro Area (excluding Clark County)
25%

Median Price

20%
$250,000
15%
$200,000

10%

$150,000

5%

Annual Appreciation

$300,000

0%

$100,000
Q2
Q3
Q4
Q1
Q2
Q3
Q4
Q1
Q2
Q3
Q4
Q1
2005 2005 2005 2006 2006 2006 2006 2007 2007 2007 2007 2008
Median Price

Annual Appreciation

The average number of days on the market has continued to increase as the median price and
the number of transactions in the metro area has declined. This past quarter the average
number of days on market jumped to 72 and the number of transactions fell to 2,710.2
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7,000
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6,000
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5,000
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4,000
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3,000
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1,000

0
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Average Days on Market and Number of Transactions
Existing Detached Homes
Portland Metro Area (excluding Clark County)

0
Q2 2006 Q3 2006 Q4 2006 Q1 2007 Q2 2007 Q3 2007 Q4 2007 Q1 2008
Average Days On Market

Number of Transactions

All data for Portland was compiled from RMLS (March 2008)
It is important to note that the data in this report is different from other data sources because, where possible, we try
to report only on existing detached housing sales.

1
2
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The inner-city neighborhoods of Southeast and North Portland continue to be the sub-markets
with the highest median price appreciation of existing detached homes. West and Northeast
Portland witnessed depreciation this past year with 0.3% and 2 % respectively. Gresham
experienced declines far below the overall average with 8% depreciation this past year.
Appreciation Rates of Existing Detached Homes
Portland Sub-Market
Q1 2008- Q1 2008
Southeast Portland
North Portland
NW Washington County
Oregon City/Canby
Milw aukie/Clackamas
Overall
West Portland
Hillsboro/Forest Grove
Lake Osw ego/West Linn
Yamhill County
Northeast Portland
Tigard Wilsonville
Beaverton/Aloha
Mt. Hood Govt. Camp/Wemme
Gresham/Troutdale
Columbia County
-14%

-12%

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

6%

% Annual Appreciation

When comparing the median sales price of new detached homes, it is important to remember
that figures can be greatly skewed by the type of product that comes online within a given
period. That said, new housing prices have been more volatile then existing prices. This is
primarily because developers with a large quantity of new housing units have high carrying
and marketing costs and therefore need to sell their product more quickly than an individual
owner of an existing house who has the option of waiting for the market to improve. Over the
past year, the median price of a new detached house increased 3% or $12,000 to $378,000.
Median Sales Price of New Detached Homes
Portland Metro Area (excluding Clark County)
Q1
Q1
Percent
2007
2008
Change
North Portland
241,725 244,000
0.9%
Southeast Portland
289,900 254,900
-12.1%
Columbia County
284,963 283,581
-0.5%
Oregon City/Canby
364,338 296,450
-18.6%
Yamhill County
310,000 317,200
2.3%
Northeast Portland
269,950 321,000
18.9%
Gresham/Troutdale
281,289 327,450
16.4%
Overall
365,160 377,500
3.4%
Hillsboro/Forest Grove
338,450 379,000
12.0%
Beaverton/Aloha
314,950 415,000
31.8%
Milwaukie/Clackamas
505,000 420,000
-16.8%
Tigard Wilsonville
485,500 444,950
-8.4%
NW Washington County
538,541 476,500
-11.5%
West Portland
650,550 671,800
3.3%
Lake Oswego/West Linn
964,725 823,308
-14.7%
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Vancouver
For the City of Vancouver, the median price of existing detached homes fell 3% over the past
year from $243,000 to $236,000.3 This is a dramatic decline in annual appreciation compared
to 28% in the third quarter of 2005. The number of units sold declined to 440 this past
quarter and the average number of days on market increased to 88.

Median Price and Annual Appreciation
Existing Detached Homes
Vancouver
30%

$300,000

Median Price

Annual Appreciation
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The suburban areas of Clark County have been harder hit than Vancouver. For the third
straight quarter, the median price of detached existing homes fell 5%. The median price of an
existing detached home in Clark County (excluding Vancouver) last quarter was $276,000 and
the average number of days on market was 103 days.
3

All data for Vancouver was compiled from RMLS (March 2008)
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Appreciation Rates of Existing Detached Homes
Vancouver and Clark County Sub-Market
Q1 2007- Q1 2008
N Felida
SW Heights
Ridgefield
Washougal
E Heights
Lincoln/Hazel Dell
N Hazel Dell
E Hazel Dell
Orchards
Fisher's Landing
Camas City
S Salmon Creek
NE Heights
Battleground
Cascade Park
Evergreen
E Orchards
NW Heights
Brush Prairie
Dow ntow n Vancouver
Five Corners
N Salmon Creek
-12%

-7%

-2%

3%

8%

13%

18%

23%

28%

% Annual Appreciation

Note: Submarkets in Clark County with fewer then 10 sales are excluded.
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Willamette Valley
Existing home sales in the Willamette Valley plummeted with Lane County, Linn County and
Keizer leading the way in annual depreciation of existing homes. Marion County saw a 3%
annual appreciation this past year. The median sales price of an existing home in Salem
remained stable at $192,000, and the average number of days on market rose to 120.4 In
Eugene/Springfield, the median price fell 1% from $236,000 in the past year to $233,000.
Median Sales Price and Annual Appreciation
Existing Homes
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Median Price and Annual Appreciation
Existing Detached Homes
Eugene/Springfield
$250,000

20%
15%

Median Price

$200,000
$175,000

10%

$150,000
5%

$125,000
$100,000

0%

Annual Appreciation

$225,000

$75,000
$50,000

-5%

Q2
Q3
Q4
Q1
Q2
Q3
Q4
Q1
Q2
Q3
Q4
Q1
2005 2005 2005 2006 2006 2006 2006 2007 2007 2007 2007 2008
Median Price

Annual Appreciation

4

Data for Salem, Keizer, Marion County, Polk County, Benton County and Linn County was compiled from Willamette
Valley MLS (March 2008). Data for Eugene/Springfield and Lane County was compiled from RMLS (March 2008).
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Median Sales Price and Annual Appreciation
Existing Homes
Willamette Valley

Q1 2006

Q1 2007

% Change
Q1 2006Q1 2007

Q1 2008

% Change
Q1 2007Q1 2008

Salem

$177,000

$190,000

7.3%

$191,700

0.9%

Keizer

$186,000

$207,450

11.5%

$195,625

-5.7%

Marion County

$164,930

$185,000

12.2%

$189,900

2.6%

Polk County

$151,250

$178,900

18.3%

$173,500

-3.0%

Eugene/Springfield

$216,000

$236,250

9.4%

$232,800

-1.5%

Lane County

$194,000

$236,000

21.6%

$211,000

-10.6%

Benton County

$234,995

$248,337

5.7%

$250,000

0.7%

Linn County

$136,000

$149,000

9.6%

$140,000

-6.0%

*Marion and Polk County excludes Salem and Keizer. Lane County excludes Eugene/Springfield.
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Office & Industrial Market Analysis
Greg LeBlanc, MBA, RMLS Fellow, & Certificate of Real Estate Development Student

Portland Office Market

One of the big stories of first quarter of 2008 was the leasing activity in the Class B and C
downtown markets. Last quarter we reported Class B CBD vacancy at 16.8%. In the first few
months of this year several leases were signed by companies looking for larger spaces in Class
B and C buildings. Such signings included 20,000 sq. ft. each to Galois, a Beaverton software
firm, and PreCash, a Houston, Texas based electronic payment company, in the
Commonwealth Building.1 Another notable signing was Jive Software’s leasing of 38,000 sq. ft.
in the Federal Reserve Building. With the recent leasing activity Class B vacancy in the CBD
has now decreased to 11% to 12%. As expected, the decreased vacancy has caused rents in
this class to jump up to the low $20s, which is approximately a 15% increase over Class B
asking rents a year ago.
Owners of Class B buildings in good downtown locations are obviously benefitting from the
current undersupply of Class A space. Some brokers view this as a temporary phenomenon as
we wait for additional Class A space to come onto the market in the next two years. At that
time, the supply of Class A- and B space would be expected to increase as tenants move to the
new Class A buildings. However, some companies may be taking a cautious fiscal approach by
leasing less expensive space.
Class A vacancy in the CBD increased between 0.5% to 1% over last quarter, depending on
which broker you speak to, but is still between 5% and 6%. The median Class A rent in the
CBD is now at $26.02 sq. ft. (see table on the following page), which is a 5% increase over rents
in that class a year ago. Suburban Class A rents increased only 3% in the last year with a
current median price of $24.35 sq. ft.
As the clouds of uncertainty gather over the U.S. economy the Portland office market continues
on the favorable path set in 2007. Class A CBD vacancy is less than two percentage points
above the ten-year low of 3.6%, rents are appreciating and the long suffering Sunset office
submarket is even seeing vacancy rates decline to respectable rates. However, commercial real
estate is a lagging indicator when it comes to the economy. Typically any reductions in
commercial space do not occur until employment declines as a result of economic conditions.
What we know now is that oil is trading at over $118/barrel, energy and food prices are
causing inflation to edge up, and the U.S. GDP barely managed to grow in the last quarter.
The economy has yet to officially fall into recession2, but many economists feel that it is only a
matter of time. For now, the office market remains strong and does not appear to show any
immediate signs of wilting due to the modest pace of new development over the last four years.

1
2

Wendy Culverwell, “Low vacancy rate a boon for Class B space”, Portland Business Journal, April 11, 2008.
Recession: Two or more consecutive quarters of negative GDP growth.
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First Quarter Office Market Trends3
CB
Richard
Ellis

Cushman
&
Wakefield

Grubb &
Ellis

Norris,
Beggs &
Simpson

Median

Market-Wide Vacancy
Previous Quarter
First Quarter 2007

10.7%
10.8%
11.5%

11.3%
11.7%
11.9%

11.3%
11.5%
12.5%

12.5%
12.8%
11.9%

11.3%
11.6%
11.9%

CBD and Downtown
Vacancy (Class A & B)
Previous Quarter
First Quarter 2007

8.4%
8.0%
8.9%

8.9%
9.4%
10.1%

7.9%
8.2%
9.5%

10.2%
10.1%
11.8%

8.7%
8.8%
9.8%

CBD Class A
Previous Quarter
First Quarter 2007

5.7%
4.9%
5.3%

6.1%
4.9%
7.1%

4.7%
5.3%
6.4%

6.2%
5.5%
5.9%

5.9%
5.1%
6.2%

CBD Class A Asking Rents
Previous Quarter
First Quarter 2007

$26.89
$24.68
$23.38

$26.02
$25.79
$24.68

$25.76
$25.57
$24.31

N/A
$24.22
$24.94

$26.02
$25.13
$24.50

Suburban Vacancy
Previous Quarter
First Quarter 2007

12.8%
13.4%
13.8%

13.6%
13.9%
13.7%

13.4%
14.8%
14.3%

15.3%
14.5%
14.8%

13.5%
14.2%
14.1%

Suburban Class A Vacancy
Previous Quarter
First Quarter 2007

N/A
N/A
N/A

13.9%
14.4%
13.7%

12.7%
14.6%
10.0%

N/A
N/A
12.5%

13.3%
14.5%
12.5%

Suburban Class A Asking
Rents
Previous Quarter

N/A
N/A

$24.33
$24.38

$24.37
$24.25

N/A
N/A

$24.35
$24.32

First Quarter 2007

N/A

$23.36

$23.99

N/A

$23.68

Office

Source: CB Richard Ellis (CBRE), Cushman & Wakefield, Norris, Beggs and Simpson, and Grubb & Ellis(April 2008).
Vacancy rates above include subleases except those reported by CBRE. CBD figures include close-in neighborhoods,
except Class A figures reported by CBRE. Class A suburban figures reported by Grubb &Ellis reflect Kruse Way and
Washington Square only. All rents are full service. All other suburban figures include Vancouver.

3
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Investment Slows Down
In looking on the investment side, the steep reduction in commercial mortgage-backed
securities (CMBS) financing is decreasing the number of transactions. Real Capital Analytics
reports that of the $515 billion in U.S. commercial property sales last year, 45% of the
financing was made with CMBS.4 In the first three months of this year, however, less than $10
billion CMBS have been issued. The 98% decrease in new supply in the CMBS market is
directly related to the fallout from the subprime housing market. Many investors lost
confidence in the rating grades of the CMBS when supposedly safe investment grade securities
dropped to lower grades, and sometimes even “junk” grades, when housing properties started
to go into default.
What we are seeing now, according to Ken Griggs, Executive Vice President for Norris Beggs &
Simpson Financial Services, is that many investors will not buy CMBS offerings unless they are
comprised of higher grade AA – AAA rated securities. This effectively has put the brakes on the
CMBS market as investment banks are no longer able to tranche their offerings with a mix of
high grade and lower grade B and C rated securities. The reluctance of investors has caused
purchase yield premiums to reach record levels where the spread5 between bid and asked
prices for AAA CMBS paper reached 335 basis points on March 12, 2008.6 As of April 16,
2008, the spread for AAA fixed five and ten year CMBS had retreated to 275 basis points.
However, premiums for BBB and B rated CMBS were at 1,565 and 2,200 basis points,
respectively, for the same time period.7 This jump is quite dramatic considering the spread for
a BBB rated debt averaged 215 basis points at this time last year.

*Source: Commercial Mortgage Alert, CMBS Market Statistics: 4/17/08,
www.cmalert.com/public/marketplace/marketstatistics/index.cfm, accessed 4/20/08.

Frank Byrt, “Commercial Property Deals Disappear as CMBS Financing Goes Dry”, Financial Week,
www.financialweek.com/apps/pbcs.dll/article?AID=/20080410/REG/881150599/1012/REALESTATE, accessed on
April 21, 2008.
5 Spread: The difference between the amount of money the CMBS promises to pay investors over what a risk free
investment, like at 10-year treasury bond, would pay.
6 Commercial Mortgage Alert, CMBS Market Statistics: 4/17/08,
http://www.cmalert.com/data/cmalertdata/ABSData/ccspread.doc
7 Ibid.
4
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With the dramatic CMBS market decline, issuers have been stuck with inventories. This is one
reason why banks have been reluctant to issue new loans. With the lack of liquidity has come
tightening loan standards, much like the residential market. Loan issuers have tightened their
lending requirements significantly in the last year and are putting pro forma assumptions of
cash flow and profitability under more scrutiny.
Investors with cash and good credit, however, are finding little trouble in obtaining loans at
good rates. Weak credit buyers, and those not able to come up with 35% - 45% equity, are
finding affordable financing hard to find, according to Griggs. In this atmosphere, self-financed
investors, like pension funds and insurance companies, will find less competition in bidding on
purchases.
The other factor affecting investment is the gradual increase of capitalization rates. Arthur
Morgan of Rosen Consulting recently reported at a national forum sponsored by the Urban
Land Institute that Class A properties in good locations and strong leasing still find relatively
low cap rates. However, less desirable Class B and C properties are demanding higher cap
rates. At the end of March, 2008, Real Capital Analytics reported that capitalization rates for
office properties in central business districts had jumped to 5.96% from 5.42%.8
Given the concerns over the economy and the relatively strong office market in the last year, it
will be instructive to see how this affects the Portland market. The current Portland office
market has an overall vacancy of 11.3% and a Class A CBD vacancy of 5.9%.9 The vacancy
has not been this low since 2000.

*Source: Grubb & Ellis, Co., Office Quarterly Report, First Quarter 2008 Statistics[

8
9

Wall Street Journal, Cap Rates Rise, Mostly, Except Apartments, March 26, 2006.
Based on median of quarterly figures reported by Cushman Wakefield, CB Richard Ellis, Norris Beggs & Simpson, and Grubb & Ellis.
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New Office Development Shifts to North Downtown and the Pearl
With CBD Class A vacancy rates hovering at 5% - 6% for over two years, development in
downtown is inevitable. The Portland market as a whole has seen modest new office
construction in the last five years. In the years between 2003 and 2007, the Portland market
only averaged 586,000 square feet of new office space built per year for all market classes. The
four years before this time period, 1999 through 2002, new development averaged almost three
times this level. This was poor timing for the market as the tech bubble burst and Oregon’s
high tech economy slowed significantly. The graph below shows the spike in vacancy followed
by increased construction during this period.

*Source: Grubb & Ellis, Co., Office Quarterly Report, First Quarter 2008 Statistics and Kathleen Buono, Sr.
Analyst, Integra Realty Resources of Portland

*Source: Grubb & Ellis, Co., Office Quarterly Report, First Quarter 2008 Statistics
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Between 1999 and 2007 the Portland office market absorbed an average of 828,000 square feet
per year. In looking at just the central business district, we see that the average yearly net
absorption was approximately 99,000 square feet per year between 2000 and 2007. However
this is just an average, as the graph below depicts significant fluctuations. The early years saw
the addition of the last two major downtown office buildings, the ODS Tower and Fox Tower,
which added over 800,000 square feet of office space to downtown Portland. The additions of
these buildings in 1999 and 2000 came at a downturn in the economy. As a result downtown
was not able to drop Class A vacancy below 10% until 2005.

*Source: Grubb & Ellis, Co., Office Quarterly Report, First Quarter 2008 Statistics

As Portland enters uncertain economic times, Grubb & Ellis reports there are 1,433,283 square
feet10 of office space currently under construction and scheduled to come on the market by the
first quarter of 2010. Most of this square footage, nearly one million square feet, will be built
in the central business district. Of the CBD office space that is currently in construction,
nearly 80% will be Class A space. Other notable statistics for the new construction include:

10

1.

Six of the eight buildings under construction are being built on speculation.
Only the ZGF Building and the Meier & Frank Building are reported to be built
for specific occupants. This equates to an addition of 743,000 square feet of
speculative office space. It should be noted, however, that some of the first
buildings scheduled to be completed, like the Lovejoy, have signed tenants.

2.

The reported asking rates for the new CBD construction will range from $22.50
NNN (809 NW Flanders) to $35.00 full service (First and Main).

3.

All of the new office construction, with the exception of the First and Main
building, will be in the Pearl District or the northern end of downtown close by
the Pearl District. This represents a notable shift for new downtown office space
following the success of the Brewery Blocks.

Grubb & Ellis, Co., Office Quarterly Report, First Quarter 2008 Statistics
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CBD New Construction11
Location
NW Lovejoy &
13th

CBD Area

Sq. Ft.

Completion
Date

Pearl

82,843

3rd Qtr 08

Harsch

915 SW Stark

Downtown

65,759

3 rd Qtr 08

Machine
Works LLC

1455 NW
Northrup
809 NW
Flanders
1044 NW 9th
Ave.
431 SW 12th
Ave.
1417 NW
Everett
100 SW Main
St.

Pearl

112,000

4th Qtr 08

Pearl

46,000

4th Qtr 08

Pearl

70,000

2nd Qtr 09

110,000

2nd Qtr 09

92,816

1st Qtr 10

Downtown

366,500

1sy Qtr 10

Total

945,918

Building

Owner

The Lovejoy

Unico

Federal
Reserve Tower
Machine
Works
809 NW
Flanders
Ziba Design
Headquarters

ConOverBar
Ziba

Meier & Frank
Building

Gerding
Edlen
Gerding
Edlen

First & Main

Equity Office

ZGF Building

Downtown
Pearl

The addition of the new class a space will bring relief to the current constricted supply. The
obvious concern, however, will be how an economic downtown will affect the market. Should
the downturn be relatively mild, Portland should be able to absorb the additional space without
having to endure a period of prolonged high vacancies. This may be the best case scenario at
this point. Once the above-listed buildings are constructed, Class A office space in the CBD
will increase by almost 10%.12
Developers will need to sign tenants that will want to be
located away from the traditional central downtown core and in some cases, have tenants
willing to sign leases significantly above the current Class A asking rate of $26.02 per square
foot.
In looking forward, there are an additional 990,000 square feet of proposed office development
in the CBD that has not been considered in the above discussion. Like the developments
currently in construction, all but one of these projects, TMT Development’s Park Avenue West,
are located outside the traditional downtown core. Also, all but 80,000 square feet will be
speculative. The Park Avenue West building is very close to starting construction as the Zell
Park Block 4 tenants have vacated the site and light demolition has commenced. Connection as
part of the 1477-space multi-block underground parking structure under Park Block 5 and the
Fox Tower will add to its locational strength. [See Macht, “Multi-Block Underground Parking”,
P S U C e n te r F o r R e a l E s ta te Q u a r te r l y , 4 t h Q u a r te r 2 0 0 7 , p p . 1 8 - 2 9 ,
http://www.pdx.edu/media/r/e/RE_2007REQuarterly3q.pdf]
Considering the construction currently underway and the proposed projects, there is the
possibility that the CBD could have nearly two million square feet of additional Class A office
space by 2013. This would equate to an increase of 20% of CBD Class A office space.

Source: Grubb & Ellis, Co., Office Quarterly Report, First Quarter 2008 Statistics
Based on the assumption that there is currently 9.8 million square feet of Class A space in the CBD as reported by
Cushman Wakefield.
11
12
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CBD Office Construction in the Pearl District & North Downtown

Machine Works
Ziba design HQ

The Lovejoy

809 NW Flanders

MEIER & FRANK

ZGF Bldg.
FED. RESERVE TOWER

PSU Center for Real Estate
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CBD Proposed Construction

Bldg.

Park
Avenue
West

Owner

TMT
Development

Location

SW Park &
Yamhill

CBD Area

Downtown

Mercy
Corps

Mercy
Corps

Skidmore
Fountain
Bldg

One
Waterfront
Place

Winkler/
B. Naito

1201 NW
Naito Pkwy

River Dist.

Overton

Melvin
Mark

1325 NW
15th Ave.

Pearl

100 NE
Multno
mah

StarTerra,
LLC

100 NE
Multnomah

Downtown

Convention
Center

Total

PSU Center for Real Estate
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Sq. Ft.

Building Description

280,000

33-story,
474,000
SF
mixed use building that
will contain three floors
of retail, 280,000 SF of
office space and 74
housing units on the
upper floors.

80,000

Corporate Headquarters
for non-profit specializing
in disaster relief. Project
consists of the renovation
of the Skidmore building
and construction of a
four story building next
door.

248,824

12-story office building
with 4 levels of parking.
Ground breaking scheduled for June, 2008.

61,725

First floor retail with four
floors of Class A office
space above.

320,000

19-story tower with 3,000
feet of retail on the
bottom floor.
Total of
450 parking spaces at
above and below ground
level.

990,549
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Industrial Market
The industrial market has benefitted from Portland’s relatively strong economy over the last
two years. 2007 was the lowest annual market vacancy in the last 20 years for the industrial
market.13 Vacancy is currently at a market-wide median rate of 5.5% according to current
figures provided by CB Richard Ellis, Cushman & Wakefield, and Grubb & Ellis. Most of the
brokerage houses expect that industrial/warehouse vacancy will gradually increase throughout
the year due to the addition of speculative facilities and slowing demand. Flex space vacancy is
expected to remain close to 7.5% over the next couple quarters. Activity in the flex market has
been brisk, especially on the Westside, where flex space dropped below 10% vacancy for the
first time since 2001.14
The economy is being closely evaluated for signs of slowing. The Portland market seasonably
adjusted unemployment rate increased 60 basis points between January and March 2008 to
5.7%. In comparison, the national unemployment rate grew from 4.9% to 5.1% during the
same period.15 March was the first month in the last six to record a seasonal decline in
employment. According to the Oregon State Department of Employment, Oregon lost 2,700
jobs in March. Most of the job loss came from transportation, construction, manufacturing,
and the leisure and hospitality sectors. Job increases were reported in government, education
and health services.

*Source: US Department of Labor, Bureau of Labor Statistics, accessed through http://data.bls.gov/cgibin/surveymost?r9, on 4/21/08.

As the economy continues to work through the subprime fallout inflation continues to be a
concern. The Consumer Price Index (CPI) figures show a gradual rise to 4.2% in January,
2008. The latest figures available for Oregon showed the CPI at a month over month increase
of 3.9% in December, 2007. Most of the increase in the CPI figures were attributed to energy
and food costs.

13

Grubb & Ellis Co., Industrial Market Trends Portland, Fourth Quarter 2007.
Cushman & Wakefield, Portland Industrial Market Report, 1Q08.
15
David Cook, Oregon Department of Employment, Oregon’s Unemployment Rises and Employment Flattens in Recent Months,
http://www.qualityinfo.org/olmisj/ArticleReader?itemid=00005897, April 23, 2008.
14
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Industrial Market Indicators
CB
Richard
Ellis

Cushman
&
Wakefield

Grubb &
Ellis

Median

Market-wide Vacancy
Previous Quarter
First Quarter 2007

5.5%
5.2%
5.2%

5.5%
5.6%
5.4%

6.6%
5.7%
6.1%

5.5%
5.3%
5.4%

Warehouse/Distribution
Previous Quarter
First Quarter 2007

N/A
N/A
N/A

N/A
5.3%
5.0%

5.2%
4.8%
5.7%

5.2%
5.1%
5.4%

R&D/Flex Vacancy
Previous Quarter
First Quarter 2007

N/A
N/A
N/A

7.6%
6.3%
9.2%

7.2%
7.0%
7.4%

7.4%
6.7%
8.3%

$0.38
$0.38
$0.36

N/A
N/A
N/A

$0.42
$0.42
$0.38

$0.40
$0.40
$0.37

N/A

$0.82

N/A

N/A

$0.83

N/A

N/A

$0.80

N/A

Asking Monthly Shell Rates
Previous Quarter
First Quarter 2007

Asking Monthly Flex Rates
Previous Quarter
First Quarter 2007

$0.85 to
$1.05
$0.85 to
$1.05
$0.75 to
$0.85

Over the last eight years the Portland industrial market has averaged 2.5 million square feet of
new construction and 3.5 million square feet of absorption per year. Grubb & Ellis reports that
Portland should slightly exceed the new construction average with an expected addition of 2.6
million square feet of new space. Almost half of this new space, 1,136,378 square feet, was
added in the first quarter of 2008.16 So far, however, absorption for the first quarter of 2008 is
only at 333,000 square feet.

*Source: Grubb & Ellis Co., Industrial Quarterly Report, First Quarter 2008.
16

Grubb & Ellis Co., Industrial Quarterly Report, First Quarter 2008 Statistics.
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Of the over 1.1 million square feet of industrial office space added to the market in the first
quarter of 2008, only 18,700 square feet was build-to-suit. Also, approximately 82% of the
remaining construction of 1.4 million square feet for 2008 will be built on speculation.17 Many
of the new buildings will offer larger loading bays, higher ceiling heights, and greater flexibility,
command higher market prices and help offset the increase in construction costs. Current
asking rates for warehouse/distribution facilities are ranging between $0.36 - $0.40 per
square, per month, foot triple net, but some of the new construction is seeking rents up to
$0.45 per square foot triple net.18 Given the slowdown in the economy, the outlook for the
remainder of the year is for rents to remain stable and vacancy to inch up while the market
absorbs the new construction.

*Source: Grubb & Ellis Co., Industrial Quarterly Report, First Quarter 2008.

Major Lease Transactions
Industrial/warehouse
Tenant
Building
LogistaCourt @ Portal
Vistar Corp.
Way

18

Submarket

102,988

North/Northeast

Coffee Bean
International

9120 NE Alderwood Rd.

114,000

North/Northeast

Georgia-Pacific
Corp.

Marine Drive Dist.
Center, Bldg. 1

225,250

North/Northeast

Layton Home
Fashion

Columbia West Indus.
Park

94,518

North/Northeast

Richards
Packaging

Argyle Indus. Park

63,840

North/Northeast

125,000

North/Northeast

76,700

Northwest

Crescent Electrical
Supply

Kelley Point Distrib.
Center
Ashland Chemical
Building

Darigold

Heleco Distrib. Center

106,000

Eastside

Goodwill Industries

Heleco Distrib. Center

110,000

Eastside

Allegro Corp.

Rockwood Corp. Center
Total

131,000
1,149,296

Eastside

Terminal Transfer

17

(Sq. Ft.)

Grubb & Ellis Co., Industrial Quarterly Report, First Quarter 2008 Statistics.
CB Richard Ellis, Portland Industrial MarketView, 1Q 2008.

PSU Center for Real Estate

•

Quarterly & Urban Development Journal • 1st Quarter 2008 • Page

78

LeBlanc • Office & Industrial Market Analysis
Flex
Stream
International

Murray Business
Center

93,000

Beaverton

Nike

Evergreen Corp. Center

75,000

Hillsboro/Sunset

Power Freight
Systems

6260 NW Pine Farm
Place

69,630

Hillsboro/Sunset

Rockwell Collins

I-5 Corp. Center
Total

124,450

Wilsonville

362,080

*Source: NAI Norris Beggs & Simpson, Grubb & Ellis, CB Richard Ellis, and Cushman &
Wakefield, Industrial Quarterly Reports, First Quarter 2008
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